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PREFACE 


The following study is the outcome of research, carried on 
by the writer at the London School of Economics and 
Political Science, during the academic sessions 1929-30 and 
1930-x, and was intended for publication shortly thereafter 
Uncontrollable circumstances stood, however, m the way of 
any earlier fulfilment of the desire Meanwhile, important 
changes have occurred which detract from the topical 
character of some of the discussions and render passages here 
and there a little out of date ; but care has been taken to 
add, wherever necessary, supplementary notes with a view 
to bringing the narrative as far as possible up to date 

The plan of the book is brieffy as follows Part I, which 
is designed as an introduction to the study, tries to show how 
the years from 1870 constitute a new era m the history of 
Indian foreign trade, describes the process of commercial 
transformation which was accomphshed withm that period 
by the development of mechanical transport and such other 
basic factors of progress, and discusses m broad outlines the 
outstanding features of this commercial development Part 
II presents m four chapters a general view of the growth of 
Indian trade with its short-period vicissitudes and is devoted 
to a comprehensive examination of the various forces which 
at different periods shaped its course In course of this 
review, it is noted that a great emphasis has always been 
laid m popular and m so-called scientific discussions on the 
part which currency changes have played m the history of 
this development Indeed, old contentions and rebuttals 
and rejoinders have constantly reappeared on this subject 
with curious persistence This has naturally led to a careful 
and exhaustive analysis m Part III of the influence, which 
frequent changes m the Indian currency system actually 
exercised on the course of foreign trade as a whole or on any 
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particular branch of it In the treatment of this highly 
controversial theme as indeed throughout the work it has 
been the writer s sincere purpose to mam tain the balanced 
outlook and to avoid saying anything which may have a 
special appeal to the partisan Whatever views he has 
upheld he has always taken great pains to substantiate in 
accordance with his own light and leading by solid facta and 
figures It is hoped that this part of the discourse will to a 
certain extent assist a proper understanding of some funda 
mental monetary problems and will afford lessons of value 
to the commercial public in India 

The work does not however profess to be an exhaustive 
account of the growth of India s trade with foreign countries 
during the last sixty years At least two volumes appear to 
be nece33ary for the purpose of an adequate treatment of the 
whole subject The present volume is rounded off to form a 
study independent and complete by itself delineating what 
may be described as the outline picture. The author ven 
tures however to claim that within its own limits the present 
work is as exact and as comprehensive as it has been in Ins 
power to make it It is his intention to follow this up with a 
companion volume which will attempt to fill m the outline 
with a fair amount of detail and to build up a picture in 
large blocks with some division into essential parts. Part 
of this work has already been done but its completion must 
await tune and leisure. 

The writer it should be clearly understood makes no 
pretension whatever that he is the first to deal with the 
modem developments of Indian Foreign Trade. It is pro- 
bably as difficult to be first in any such field of investigation 
as it is to be in the pool of Bethesda. Nevertheless it is true 
that there are comparatively few books extant on this subject 
of wide importance and absorbing interest Besides the 
existing treatises are either entirely fragmentary in character 
or on the other hand confined m their scope to only one 
aspect of the whole. The modem history of Indian Foreign 
Trade it is no exaggeration to say has np till now remained 
buried in reports official and non -official in columns of 
periodicals in trade returns and such other statistical 
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publications Of such materials there is indeed no dearth , 
on the contrary, they aie likefy to embarrass the investigator 
by their profusion The Annual Reviews of Trade of British 
India especially form an admirable guide for the present 
study , but quite apart from the fact that blue books are 
caviare to the general, it is quite plain that they constitute 
no more a history of Indian Foreign Trade than a mere 
aggregation of marble particles makes a statue The present 
work, it is therefore believed, will fill a real need No 
previous author, it may be repeated, has to his knowledge, 
traversed the entire ground of Indian Foreign Trade develop- 
ment during the last six decades m as systematic and 
thorough a manner as has been attempted in the following 
pages Especially is this true of the section which deals with 
the interrelation between currency changes and trade 
development — a theme which has hitherto been only lightly 
touched upon in an altogether piecemeal fashion by various 
writers from time to time 

In conclusion, it is with a real and deep sense of gratitude 
that the writer acknowledges his great and lastmg obligations 
to Professor Sargent for his valuable guidance and unsparing 
criticisms, though it must at the same time be added that he 
(Professor Sargent) is m no sense responsible for the con- 
clusions reached or the opinions expressed in the book To 
Dr Anstey, of the London School of Economics, the author 
is indebted for much helpful advice He takes this oppor- 
tunity to express to her his grateful thanks He desires also 
to acknowledge his indebtedness to Dr Slater, who has read 
thes& chapters m manuscripts and has made some valuable 
suggestions and corrections He is deeply grateful to 
Sir Josiah Stamp, who has kindly written the Foreword 
His particular thanks are due to Dr P Datta for his 
assistance in connection with the drawing of the graphs and 
for his ungrudging response to every call for help He is 
under obligation to the Education Department of the Office 
of the High Commissioner for India for sanctioning a grant 
in aid of this work Special mention must with gratitude be 
made of the unwearied kindness and assistance which he has 
always received during his stay m England from Sir Philip 
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xiv 

Hartog late Vice-Chancellor erf the University of Dacca and 
Member of the Public Service Commission India, and from 
Mr P K Dutt Education Officer Indian High Com 
missioner s Office London Lastly it is his pleasant duty to 
record his appreciation of and offer his sincere thanks for 
the courteous treatment and numerous facilities received 
from the staff of the libraries of the School of Economics the 
India Office the British Museum the India House and the 
University where he has mostlv worked He should, how 
ever specifically thank very heartily indeed Mr B M 
Hcadicar librarian of the School of Economics for the 
interest he has taken in the publication of the work. 


Dacca India 
June 1933 
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FOREWORD 


The economic interpretation of history has not yet found its 
true place in modem thought Open to grave abuse and 
excess, it has on many occasions, and with some exponents, 
protested too much, for it is never the only key to any human 
situation, although it may lead into the largest ways and most 
fruitful fields But a greater error is to suppose that there 
is any aspect of history or experience in which this key finds 
no door to unlock, and can contribute nothing to enlighten- 
ment and understanding 

The average western mmd, eager 01 even pathetically 
anxious to understand the problem of India, is conscious that 
it must throw off its apparatus of accounts and balances, and 
abandon its standards of values, law and philosophy, m 
order to judge m an entirely new world of relatively fixed 
and often hardly intelligible ideas, m strange and scarcely 
credible religions, ethics, castes, political traditions, psycho- 
logies, racial antipathies — a world m which ordinary econ- 
omic considerations are so small an ingredient in the problem 
as to be negligible in practical judgment 

But however prominent and dominating the non-economic 
elements may seem to be, it is clear on examination that 
econbmic conditions are powerful as producers of existing 
puzzles and deadlocks, and the only solutions that are likely 
to be valid are those which contain right ideas not only about 
the power of government and distribution of political author- 
ity, about religious tolerance and caste, but also about true 
economic betterment 

If an ordinary Englishman thinking on India thinks about 
trade and commerce at all, as problems to be solved, he gener- 
ally does so m terms of famines and irrigation, or the currency 
value of the rupee, or else, from the Lancashire end, on 
India as a market for British goods, and the " growing 

XV 
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menace of Indian industrialization or Japanese competi 
tion to the vested capital and labour interests of British 
foreign trade. He rarely thi n ks of India s foreign trade as 
a separate objective study vital to the solution of India s 
problem. A recent book by Messrs Vakil Bose and 
Deolalkar on the Grtrocih of Trade, and Industry t n India 
does something to warn him of the m completeness of his 
equipment Bat even here he 13 a little inhibited by dear 
assumptions that so far as the external trade is concerned 
including Bntish investment in India it has all been bad for 
India and almost sinister m intention. From other sources 
he has realized that the over rapid industrialization of such 
areas as Bombay City shows that indiscriminate application 
of Western methods without the social background may 
lead to unexpected evils A competent study of India s 
foreign trade is a welcome addition — nay an essential feature 
in the equipment — for a comprehension of the true India, 
past present and future If it can be secured m an attract 
ive and readable presentation free from obvious animus 
yet sympathetic and intimately informed without the 
awkward strangeness of a handling by a mind alien to its 
deeper meanings scientific and thorough then it becomes a 
boon and a blessing too 

For the aim of all this political and religious reform is 
found, on analysis to be ultimately and largely economic 
betterment. Although the stimulus to larger foreign trade 
finds little place in the p r ogre ssive economic programme of 
Mahatma Gandhi and he thinks in terms of fi lli n g the idle 
half of the tune of hundreds of millions of agricul 
tural peasants by domestic or cottage spinning and weaving 
nnrj so raising then daily incomes from twopence to four 
pence it must be clear that no large improvements in the 
standard of life are possible without real trade development 
properly so conceived His programme includes wider 
irrigation and such measures in sanitation and medicine in 
the villages as will defeat the worst aspects of disease. But 
India s population has increased rapidly enough as it is 
and if straight Malthusian tendencies are unimpeded by 
social ideas the relation between total numbers the level of 
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subsistence, and the removal of the chief checks, through 
disease, upon expanding population, is a baffling one The 
prevention of the multiplication of numbers until the new 
levels of life are again debased to the old is least likely to 
be achieved by individual and purely domestic development 
m trade, and more likely, though still obscurely, by getting 
India fairly into a stream of world commerce and ideas 
Nor is this merely an Indian problem in which we in Eng- 
land can take a detached interest, nor a Lancashire one m 
which we begin to have personal feelings, nor an Indian one, 
for India’s sole concern India counts, in the widest world 
sense For, on a sudden, and at a point of psychological 
overturn which no man could foresee, the age-long hoarder 
of precious metals, absorbing them as a desert takes the 
water drops, began to " dishoard ” on a scale which was of 
immense, though hardly recognized, importance to England 
m 1932, in enabling her to repay her American and French 
gold credits of 1931, and re-establish her credit , and con- 
tinuing, may be of importance still to a gold befuddled world 
India must be studied, and studied intensely with under- 
standing, m her economic trade relations with the rest of the 
world, and this work from Dr Ray is a most valuable intro- 
duction to that task 


J C Stamp 
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INDIA’S 

FOREIGN TRADE SINCE 

1 870 

PART I 

Introductory 

CHAPTER I 

A New Epoch of Commerce 

ANTIQUITY OF INDIAN COMMERCE 

Antiquarian research has not yet fully lifted the veil 
behind which the origin of Indian commerce is shrouded m 
obscurity Its remotest antiquity, however, even as far 
back as the earliest dawn of human history, is not open to 
the shghtest doubt 1 "For centuries, this commerce was 
earned on t not directly between one country and another 
but through innumerable intermediate agencies, so that 
distant countnes knew each other by their productions and 
the ’strange travellers’ tales which grew m wonder as they 
passed from mouth to mouth between the east and the 
west ” 2 The variety, extent and opulence of this commerce 
will no doubt appear insignificant when judged by modem 
standards, but m its own days it was a just object of admir- 
ation and wonder to the rest of the world It falls beyond 
our scope, however, to tread the long extent of backward 
time and retrace this state of India’s commercial splendour 

1 Recent archaeological discoveries at Harappa and Mahenjo-daro show 
that extensive trade existed in India some 2,000 to 3,000 years B C 

~ Journal of the Society of Arts, V ol 26, p 850 
B l 
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DARK DAYS OF INDIAN COMMERCE 

Ever since the discovery of the sea routes to America 
and India towards the fag-end of the fifteenth century 
the centre of the commercial world shifted steadily and 
unmistakably from the east to the west Still as late as 
the beginning of the seventeenth century India was the 
respiratory organ for the circulation and distribution of 
moneys and commodities of the commercial system of the 
world it was the sea wherein all the nvers of trade and 
industry flowed and thus profusely enriched its inhabitants, i 
Even up to the eighteenth century the economic condition 
of India was relatively advanced and Indian methods of 
production and of industrial and commercial organisation 
could stand comparison with those in vogue m any other 
part of the world * But before many years elapsed, India 
presented to the world a picture just the reverse of what 
we have jwrtrayed above. 

The disruptive forces of long years of anarchy and misrule 
the perpetual ferment of foreign invasions and internecine 
warfare which had followed the breakdown of the Moghul 
administration left the country in a state of economic 
nakedness Out of the chaos into which the country was 
thus plunged, it was a gigantic task to build up from the 
very foundations the fabric of an ordered government 
During the hundred years of Its rule the Company had no 
doubt succeeded by the establishment of a strong govern 
ment and by a more or less satisfactory adjustment of tenures 
of land m gradually restoring the first essential of economic 
progress — security of life and property But even before 
the country began to recover from the disastrous con- 
sequences of the previous period of interregnum sho had 
been overwhelmed by a mighty conflicting force which shook 
her economic life to its very foundations 

The Industrial Revolution set in in England about the 
tune when the Company gained its first foothold in India 

■ Bittrislw. ■ Commmiol Ritollm Ufwoin 1W i« ««/ AVfW p It 

■ Aartoy Economic Dtnlofmoitl of Imtto p J. 
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to lose m iipul sutus-ion tin < ^poi i inuktis w billions 
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mem could not piob.ibh lint pulomit 1 this h it tho no 
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western manufactured goods 

The industrial ret olution, which taint hist m Cm 
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of tianspoit hist of loads and canals and hnalty of railwa , 
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the multipheitv ol det per lorn- working from within whnh could Im, 
brought about such an epoch inakin^ even! in history as Ihc Indu (rid 
Revolution 
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and steam navigation which lay at the heart of such moment 
cms and far reaching changes in industry and trad a With 
improved and quick transport, the range and rapidity the 
character and magnitude of commerce underwent a change 
which broke and totally eclipsed all past record On the 
other hand as the direct consequence of the social changes 
which the industrial and commercial revolution brought in 
its train there was an ever widening circle of wants which 
an ever expanding trade and industry was called upon to 
cope with 

In India where the old industrial system had been cast 
into the melting pot and thus the very bottom of her 
commerce had been knocked out it may not have been 
possible to stem the tide of economic disintegration and 
help her on to her feet But there was no inherent difficulty 
in the way of opening out the country and developing her 
latent commerce by a network of communications Unfor 
innately however the constant preoccupations of the 
Company in wars of annexations and in suppression of 
internal commotion its almost chronic financial difficulties, 
but above all its absence of broad outlook prevented it 
from any serious attempt to undertake the task. While 
therefore England followed at a distance by other advanced 
western nations was marching forward towards a world 
economy characterized by world production and world 
exchange India was merely marking tune. She continued 
to be till the very last days of the Company s rule nothing 
but a mere geographical expression consisting of tong 
chains of isolated self sufficient villages inhabited by 
people with ice-bound indifference to new ideas. Absolutely 
speakmg the total volume of Indian commerce had not 
actually receded even dunng these dark days of her history 
On the contrary over a large number of years it had even 
shown some slight progress. But relatively to the rest of 
the world India presented during those day* a contrast 
no less striking than the West in her times of barbarity bore 
to the resplendent commerce of the Orient 

In the midst of such disheartening circumstances one was 
apt to forget all about India s past and to become prone to 
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pessimism about hei future If, indeed, it were possible to 
transport oursches back to the days when in 1813 the ease 
for freedom of commerce in India was undci going scrufin}' 
before the bai of British Parliament and public opinion, 
we would have been faced with a formidable ariay of appai- 
ently cogent arguments, sceptical of any future development 
of Indian commerce beyond the limits which it had already 
ieached But in the midst of such counsels of despau there 
was also to be heard the clear, hopeful \01ce of one man, 
more fai -seeing than the rest, who had caught the glimpse of 
the siher lining behind the thick clouds of daikncss. “ But 
what shall we say of those," exclaimed Lord Grenville 111 
1813, “ who deny the possibility not of opening new* sources 
for the commerce of mankind, but of enlarging its piesent 
channels ? Who tell us that the trade which we now cany 
on with India must m all future time be limited to its actual 
amount 5 . . . With full and confident assurance may we 
repel these idle apprehensions By commerce, commerce 
will increase, and industry by industry. So it has ever 
happened, and the great Creator of the w'orld has not 
exempted India from this common law' of our nature. Ihe 
supply, first following the demand, will soon extend it. By 
new facilities, new' w r ants and new' desires will be produced 
And neither climate, nor religion, nor long established 
habits, no, nor even poverty itself, the greatest of all present 
obstacles, .wall ultimately refuse the benefits of such an 
intercourse to the native population of that Empire They 
w'ill a derive from the extension of commerce, as every other 
people has uniformly derived from it, new comforts and new 
conveniences of hfe, new mcitements to industry, and new 
enjoyments m just reward of mcreased activity and enter- 
prise ” 1 It w r as more than half a century smee these 
prophetic words were uttered that the world witnessed the 
1 beginning of the real fulfilment of the prediction. 

THE ADVENT OF THE NEW ERA 

From 1870 a ventable new era of commerce set in If 
from the threshold of the 'seventies we look backward and 
1 Hansard, Vol. XXX, p 739 
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then forward we at once see that the foreign trade had then 
for the first time reached a high water mark at all compar- 
able to present figures and it had further entered into 
phases of striking change m many important respects. 
The new epoch was the direct outcome of a variety of agen- 
cies which in the previous decade were brought to bear 
upon the commercial development of the country Sunni 
taneously there was also a rare consilience of some favourable 
circumstances which had accelerated the process. A study 
of the course of commerce since and after this period 
undoubtedly constitutes the most notable chapter in the 
economic history of India of the last sixty years. 


SALIENT FEATURES Op INDIA S COMMERCIAL DEVELOPMENT 

Broadly speaking the course of India s commercial develop- 
ment during this period is characterised by three main 
tendencies which mark it out as an epoch entirely distinct 
from the past 

(a) Vigorous growth 

In the first place is to be noted the remarkable expansion 
which began from about this time Intermediate setbacks 
were not of course altogether unknown but on the whole 
the trade gathered momentum from decade to decade and 
exhibited a most wonderful vitality even in the dace of not 
infrequently recurring adverse circumstances. From an 
annual average of 99 14 lakhs of rupees daring the quin- 
quennium 1869-70 to 1873-74 the total value of trade, 
including tr ea sur es and Government transactions reached 
Rs 66,460 lakhs during the quinquennium ending 1927 28 
Within the entire period of less than sixty years the aggregate 
value of trade had thus multiplied almost sevenfold The 
corresponding figures dunng the qtdnquennlums of the two 
decades from 1839-40 to 1859-60 were Rs. 24 7 ° lakhs 
Rs. 29,20 lakhs Rs, 35,67 lakhs and Rs 5270 lakhs 
respectively The following table sets forth the rate 
of decennial progress of the total value of trade from 
1869-70 
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Percentage increase of the decade 1S79-S0 
1SSS-9 over the pievious decade 
Percentage inciease of the decade 1SS9-90 
1898*90 over the pievious decade 
Percentage increase of the decade 1S99-00 
1908*9 over the prc\ ious decade 
Percentage increase of the decade 1909-10 
1918-19 o\ er the prc\ ious decade 
Percentage increase of the decade 1919-20 
192S-29 over the previous decade 


to 



• • 

46*1 

0/ 

/o 

to 



• * 

29-9 

0/ 

/o 

to 



• « 

447 

0/ 

/o 

to 



• » 

49*3 

0/ 

/o 

to 



• 

5 i*i 

0/ 

/o 


The expansion of the actual volume of the trade was not, 
however, commensurate with this growth of value, but was 
nevertheless real and quite remarkable, too 


(b) Change in tic chaiactc ; of haded goods 

The second outstanding feature, which must strike even 
a superficial observer, is the change that has come m many 
respects m the character of commodities which enter into 
the external trade of the country The change, however, 
is most conspicuous on the side of exports. Yet a less 
superficial examination wall reveal that even in regard to 
imports there have been going on all through the period a 
chain of diminutive changes which, when considered each 
by itself, may not be important enough to be perceived but 
are cumulatively of too pronounced effects to be ignored 


• EXPORTS 

First, as to exports Gibbon, it is well known, had char- 
acterized " the objects of oriental traffic as splendid and 
trifling ” While bearing m mmd that it was a view of 
oriental commerce as seen through the perspective of a more 
advanced and scientific age, we may, however, at the same 
time generally admit, without taking the “ mordant 
aphorism ” too literally, that it was and contmued to be a 
more or less true description of Indian trade up to the 
commencement of our era It was during the period under 
review, as on no previous occasion, that the most direct he 
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was given to the statement For even as late as 1858 

India was chiefly known as a dealer in drugs dyes and 
luxuries. 1 It was from the commencement of the present 
epoch that she entered on her career as one of the largest 
merchants m the world m food-grains fibres and other 
great staples of universal consumption. * Indeed the first 
true beginnings of the great development of nearly all the 
staples of her export trade jute wheat cotton oilseeds and 
tea commodities which nowadays figure so conspicuously 
m the world s markets are to be traced from about this date. 
While uew and profitable crops thus began to come more 
and more into prominence the old histone products such 
as drugs and dyestuffs spices oils sugar silk and salt 
petre had begun to languish and were, within a short space 
of time thrown mto insignificance by the importance of the 
newer staples. Opium and indigo continued indeed for 
some time more to figure prominently among exports but 
even then while articles of more recent origin were making 
rapid strides they were merely holding their own. Before 
long they too began to retreat before growing competition 
and ultimately sank into comparative obscurity ’ 

IMPORTS 

Coming to imports what strikes us most is the overwhelm 
mg flood of motley goods of European manufacture which 
from the commencement of the penod under review began 
to pour mto India. Quite apart from the increased pene- 
tration mto formerly isolated markets of the few simple 
articles of imjiorts such as cotton manufactures and sugar 
which were already familiar objects of consumption among 
the masses there was as a mere glance at the tables of the 
chief articles of unjxirt cannot fail to show a gradually 
increasing strpply from abroad of a wide range of articles 
ol comfort and luxury and of a large variety of cheap goods 
of everyday use. Some of the articles were indeed quite 
new being conspicuous by then absence In the former 

Vhe'kro^’rt the oy'nn/trede wu due chiefly to the convention ol the 
BriUib Government -with Chiu- 
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period Some again, though not wholly unknown m previous 
days, existed merely m name, being imported m trifling 
quantities solely for European consumption Such articles, 
however, were now in large demand as they had gradually 
filtered down through the successive strata of Indian society 
and in not a few cases had at last reached the masses If, 
therefore, they were not literally new imports, they were 
new at least to the vast mass of the indigenous consuming 
population and the scale on which they had consequently 
to be imported was altogether new Of such commodities, 
some were imported to satisfy newly created wants with 
which the generations, that had gone by, were totally 
unfamiliar , but mostly they were m substitution for similar 
but dearer and inferior homemade goods 

Let us illustrate our pomt with some concrete examples 
In 1857, a water could remark, “ The native landholder, 
and banker, and merchant, and judicial officer, m his 
articles of luxury, m his ornaments, and m Ins dress, to a 
large extent, uses still the products of his country , and in 
his silver and gold jewellery, m his shawls, m his furniture, 
m his lamps, his harness, his pleasure boat, his carnage, he 
commonly draws almost entirely from native resources, 
except in the Presidency towns The country supplies the 
common trades with leather , ropes , brazen and iron cook- 
ing utensils , scales and weights , paper , toys, and many 
other articles of daily use 1,1 But the growing figures of 
import during the penod under consideration of apparel, 
of silks and woollens, of leather and leather goods, of cabinet- 
wafe and furniture, of clocks and watches, of earthenware 
and porcelain, of glass and glassware, of paper, pasteboard 
and stationery, of toys and requisites for games, of carts and 
carnages and still more recently of motor cars and motor- 
cycles and of other accompaniments of modem civilized 
life, too numerous to specify, leave no room for doubt as 
to the sources on which the nch and the comfortable were 
mcreasmgly depending for the supply of then domestic 
needs More important still is to notice a similar change m 
the use of articles of daily necessity, affecting the lives of 

1 Calcutta Review, Vol XXVIII, No LVI, p 375. 
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tte rich and tile poor alike The almost universal adoption 
of matches in place of the laborious use of living embers 
the advent and spread of sewing machines the substitution 
fairly general of collapsible cotton umbrellas for so-called 
leaf umbrellas the rapid extension of the use of soap even 
m far-off villages in supersession of soap-nut and impure 
fuller 8 earth and, to a lesser extent the replacement of 
potteries by cheap glass and chma wares of brass and copper 
vessels by aluminium and enamelled ironwares and the 
steady invasion of foreign tobacco made up in neatly 
packed cigarettes against the unclean and unsavoury 
Indian compound are the striking occurrences of the 
period It was also from the commencement of the present 
period that the vegetable oils and the vegetable dyes began 
to feel the competition of their mineral substitutes till at 
last before many years elapsed kerosene off had spread over 
the length and breadth of the land and the indigenous dyes 
had almost been completely superseded. Even this tediously 
long enumeration by no means exhausts the list of new or 
newly used imports 

It is m this widening of the range of imports as marking 
a departure from the old immemorial habits of the native 
population, that the new era stands out in sharp relief 
agamst any preceding penod of Indian commercial history 
In considering the imports of this penod emphasis is often 
laid on the inundation of our markets by foreign manu 
factures and its destructive effect on the old village economy 
It is necessary however to pomt out here that this, far 
from constituting any new feature of the period enslung 
from 1870 was bo far as it went a continuation of a process 
long begun. If anything it was during the period under 
present consideration that we discern on the contrary the 
first conscious and organized effort on the part of India so to 
readjust her economic life as effectively to counteract the 
unhindered operation of the above tendency From a close 
study of the imports themselves— from the steady influx of 
copper iron and steel and of machinery and mill- work for 
instance— we obtain unmistakable evidence of the coming m 
of the new economic order full of hope and promise for the 
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future This, however, leads us to the consideration of a 
subsidiary but most welcome feature of the commercial 
history of our period Before we go over to it, as we mtend 
to do presently, let us once again emphasize here in the end 
what we stated at the very outset of this paragraph The 
distinctive trait of the present 7 eginie, when we regard 
imports, is not to be sought m the fact as such of the mcursion 
of manufactured goods from abroad Truly speaking, it is 
to be found m the growing diversification of such imported 
commodities, as symptomatic of a change m the traditional 
mode of Indian living It is this which, so far as imports 
are concerned, forms the distinguishing mark of the period 
under review and sharply divides it from the years immedi- 
ately preceding it 

ORIENTATION IN A NEW DIRECTION — ALTERED RELATIONS 
BETWEEN EXPORTS AND IMPORTS OF RAW AND MANU- 
FACTURED GOODS 

It was observed how through the economic changes of the 
closing years of the eighteenth and the early years of the 
nineteenth century India was speedily transformed mto a 
plantation for the production of primaries and a dumping 
ground for the finished products of the West The emergence 
of new industries, organized on modem capitalistic fines, 
from abouf the middle of the nineteenth century applied 
for the first time a brake to this trend towards the progressive 
rurahzation of India By the early ’seventies, thanks to 
the successful development of industrial enterprise within 
the country, there was reimparted to India’s external 
commerce the tinge of a new colour which had long faded 
In plam language, with the establishment and growth of 
indigenous factory mdustnes, manufactures once again 
began to bulk m a notable manner among Indian exports, 
while among imports they did not loom proportionately as 
large as m the past Thus, the proportion of manufactured 
export to total exports, which was only 8 % m 1879, rose 
to 16 % m 1892 and went up to more than 22 % m 1907-8 
In the same way the proportion of manufactured imports to 
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total imports fell from 65 % m 1879 to 57 % m 1892 and 
still further to 53 % m 1907 * Subsequent change m 
methods of classification prevents any comparison of the 
above figures with those of the following years But the 
tendency is equally manifest For instance the maim 
factored exports formed 23 1 % of the total during the 
pre-war average of the five years 1909-10 to 1913 14 but 
2 7 4 % during the post war average of the five years 1919-20 
to 1923 24. In 1927 28 they bore a ratio of 277 % to the 
total Similarly the proportion of manufactured imports 
to total went down from a pre-war average of 77 5 % to a 
post war average of 77 J % and to 74 3 % jo 1927 28 
Quite early in the fifties the cotton industry had just 
made its appearance m the new garb and shortly afterwards 
the fonndataon had been laid of a steadily prosperous jute 
mill industry on the rums of a once flourishing village craft 
The products of the jute mills had almost immediately snuffed 
out from the home market the kindred things imported from 
abroad And by 1&70 the two new industries had, in an 
appreciable manner begun to share the worlds markets 
with their foreign rivals. The various other industries 
smce established within the borders of the country with 
varying degrees of success coal, petroleum iron and steel 
wool paper match cement, etc, have over a number of 
years worked more or less in the same direction either as 
more generally has been the case, by their resistance to 
swelling imports or asm special instances by participation 
in foreign markets as welL It may be true and It Is unfor 
Innately true that the establishment of new industries has 
not at all kept pace with the suppression of the old and on 
the whole the new industries themselves bear evidences of 
arrested development It must be admitted to be equally 
true that in not a few cases the newly sprang up industries 
have not in the least entered mto competition with imports 
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but have merely hastened the decay of indigenous handi- 
crafts. Still, it is important to notice that the countei- 
actmg tendency at work has on the whole manifested itself 
m a greater proportionate mciease of the export of manu- 
factured articles than of raw materials and conversely in a 
greater proportionate increase of the import of raw materials 
than of manufactured goods, though of course no change 
has taken place m the absolute disproportion between the 
exports and imports of raw and manufactured produce 
This is shown in the following table, which indicates roughly 
the extent to which this has actually occurred The table, 
based on the official classification of raw and manufactuied 
goods, is far from the ideal, especially during earlier years, 
for the purpose of a strictly accurate presentation of the 
truth It must also be noticed that the figures in the table 
which compare the progress of the above two classes of 
imports and exports at various periods are to some extent 
accidental on the particular years chosen, though we have 
tried to avoid the difficulty by selecting as far as possible 
normal years of trade Any such inaccuracies or defects do 
not, however, detract much from the force of broad infer- 
ences to be drawn from them The table is therefore quite 
trustworthy as to the general truth of the picture which it 
purports to present, if not quite perfect as to the details of 
measurement 


TABLE SHOWING THE ANNUAL PERCENTAGE INCREASE OF 
EXPORTS AND IMPORTS OF RAW AND MANUFACTURED 
PRODUCE BETWEEN CERTAIN SELECTED DATES 


Percentage 

Increase of 

Annual percentage increase 

Between 1879 
and 1892 

Between 1892 
and 1907 

Between 1906 7 
and 1912-13 

Between T912 

13 and 1927-28 

i Manufactured 
Imports 

2 8 

6 2 

15 3 

i 3 

2 Raw Imports 

6 5 

85 

1 * 

6 6 

3 Manufactured 
Exports 

15 

9 3 

mm 

3 3 

4 Raw Exports 

3 

38 

3 85 

2 5 
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Itia however to be observed that the tendency of manu 
factured exports to develop faster than raw exports is not 
qnite so strong as its counterpart namely the tendency of 
raw imports to outpace m then- growth the importation of 
fin is h ed products On the contrary the former tendency 
though it persisted till the end seems however to have 
more and more lost its force a3 the years rolled on As a 
matter of fact if instead of taking i927"28 we take 1928-29 
the year for which the latest figures are available and com- 
pare the growth of manufactured and raw exports from rgia 
13 up to that date we observe that the former progressed 
at an annual rate of 3 3 % during the period and the latter 
at the rate of 3 8 % that is to say manufactured exports 
fell behind raw exports m expansibility The adoption 
since 1923 of the principle of discriminating protection which 
marks an important forward step towards the creation of a 
better balanced economic system m India should revitalue 
the moribund tendency m the export trade and it is still 
more likely that it will further accelerate the already operat 
ing corresponding tendency in the import trade. It may 
thus conceivably m a not very distant future shake in a 
more decided manner the Indian commerce out of the 
grooves in which it has hitherto been accustomed to run 
We must not however forget that the tariff system of a 
country is but one of many factors and that probably not 
even the most important factor of industrial development 
but it is to be hoped that protection judiciously exercised 
and conpled with an active industrial policy initiated by the 
Indian Government on the recommendations of the Indus- 
trial Commission of 1916-18 will set free in the country a 
fund of enterprise and energy which will ere long bnng about 
the desired consequences Whether the expectation wflJ be 
realised the future alone can say 

(c) Change in directum. 

In the last place, we observe during the whole course of 
trade development of the period a slow but steady diversion 
of the stream of Indian commence from its accustomed channel 
From the time Vasco da Gama doubled the Cape of Good 
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Hope, the sea-borne trade of India became m turn the prize 
of the strongest among the maritime powers of Europe till 
finally a series of military successes brought the palm into 
the hands of the English East India Company Since the 
political ascendancy of the Company, there was foi man}' 
years no open door to commerce m India and the whole of 
her trade was organized by that monopolistic commercial 
body pnmarify m its own interest When eventually the 
trade was thrown open to free commercial enterprise m 
1813, the English yet retained a vntual monopoly of it 
The reasons mdeed were not far to seek All through the 
first half of the nineteenth century and even for some years 
after, England stood before the world as a nation un- 
approached for her industrial and commercial pre-eminence 
Everywhere in the world's market, the supremacy of Great 
Britain w r as established without challenge, and, under the 
special circumstances prevailing m India, w'here the existence 
in those early days of discriminatory customs and naviga- 
tion laws hindered the development of commercial inter- 
course with non-British countries, the predominance natur- 
ally amounted to a sort of monopoly Moreover, the 
exceptionally favourable situation of Great Bntam at the 
head of the Atlantic, naturally made her a great emporium 
of the trade between the East and the West, so that other 
nations found it convenient to offer their few specialities to, 
or buy their limited requirements from, India through this 
great entrepot It was not before the ’seventies that this 
lopsidedness of India’s commercial intercourse was replaced 
by wider commercial relationships with the rest of the world 
With the opening of the Suez Canal m 1869, the advantage 
of England’s geographical situation came to an end and she 
began to lose her re-export trade quite appreciably By the 
early 'seventies the more progressive western nations 
developed into industrial powers and there began, on the 
one hand, an mtense struggle for the world’s available raw 
materials and, on the other, a keen competition for the 
disposal of the finis hed products m the neutral markets of the 
economically undeveloped countries The mcreasmg quan- 
tities of raw materials, which they henceforward required 
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It Is however to be observed that the tendency of manu- 
factured exports to develop faster than raw exports is not 
quite so strong as its counterpart, namely the tendency of 
raw imports to outpace m their growth the importation of 
finished products On the contrary the former tendency 
though it persisted till the end seems however to have 
more and more lost its force as the years rolled on. As a 
matter of fact if instead of taking 1927 28 we take 1928-29 
the year for which the latest figures are available and com- 
pare the growth of manufactured and raw exports from 19x2 
13 up to that date we observe that the former progressed 
at an annual rate of 3 3 °/ Q during the period and the latter 
at the rate of 3 8 % that is to say manufactured exports 
fell behind raw exports in expansibility The adoption 
since 1923 of the principle of discriminating protection which 
marks an important forward step towards the creation of a 
better balanced economic system in India should revitalize 
the moribund tendency in the export trade and it is still 
more likely that it will further accelerate the already operat 
mg corresponding tendency m the import trade It may 
thus conceivably m a not very distant future shake w a 
more decided manner the Indian commerce out of the 
grooves in which it has hitherto been accustomed to run. 
We must not however forget that the tariff system of a 
country is but one of many factors and that probably not 
even the most important factor of industrial development 
but it is to be hoped that protection judiciously exercised 
and coupled with an active industrial policy initiated by the 
Indian Government on the recommendations of the Indus- 
trial Commission of 1916-18 will set free m the country a 
fund of enterprise and energy which will ere long bring about 
the desired consequences. Whether the expectation wfll be 
realized, the future alone can say 

(c) Chang* in direction 

In the last place we observe during the whole course of 
trade development of the period a slow but steady diversion 

of the stream of Indian commerce from its accustomed channel 

From the time Vasco da Gama doubled the Cape of Good 
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Hope, the sea-borne trade of India became m turn the prize 
of the strongest among the maritime powers of Europe till 
finally a senes of military successes brought the palm mto 
the hands of the Enghsh East India Company Smce the 
political ascendancy of the Company, there was for many 
years no open door to commerce m India and the whole of 
her trade was organized by that monopolistic commercial 
body primarily m its own interest When eventually the 
trade was thrown open to free commercial enterpnse m 
1813, the Enghsh yet retamed a virtual monopoly of it 
The reasons indeed were not far to seek All through the 
first half of the nineteenth century and even for some years 
after, England stood before the world as a nation un- 
approached for her industrial and commercial pre-eminence 
Everywhere m the world's market, the supremacy of Great 
Bntam was estabhshed without challenge, and, under the 
special circumstances prevailing m India, where the existence 
in those early days of discriminatory customs and naviga- 
tion laws hindered the development of commercial inter- 
course with non-Bntish countries, the predominance natur- 
ally amounted to a sort of monopoly Moreover, the 
exceptionally favourable situation of Great Bntam at the 
head of the Atlantic, naturally made her a great emponum 
of the trade between the East and the West, so that other 
nations found it convenient to offer then few specialities to, 
or buy then limited requirements from, India through this 
great entrepbt It was not before the 'seventies that this 
lopsidedness of India’s commercial mtercourse was replaced 
by wider commercial relationships with the rest of the world 
With the opening of the Suez Canal in 1869, the advantage 
of England's geographical situation came to an end and she 
began to lose her re-export trade quite appreciably By the 
early 'seventies the more progressive western nations 
developed mto industrial powers and there began, on the 
one hand, an mtense struggle for the world’s available raw 
materials and, on the other, a keen competition for the 
disposal of the finished products m the neutral markets of the 
economically undeveloped countries The mcreasmg quan- 
tities of raw matenals, which they henceforward requned 
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for their expanding industries rendered direct commercial 
connections with supplying countries both desirable and 
possible while the need of energetically pushing their own 
wares in the face of dose competition made this directness 
of trade relationship almost indispensable. India where the 
last vestige of discrimination against non British countries 
had been wiped off by 1859 proved to be one of the most 
important theatres of this commercial warfare. The 
quarters from which the brunt of the attack fell upon Great 
Britain were however shifted twice within the period 
covered by the present study first towards the eighties 
from the Mediterranean to the North Sea and then since 
the world war from the North Sea to America and to a not 
inconsiderable extent to Japan. In any case, the seventy 
of competition which Great Bntain had to encounter did 
not show any signs of abatement except for a short period 
dunng the War when under the artificial conditions which 
then existed trade was diverted towards Great Britain on 
the contrary it became more intensified as time went on 
The general effect of this contest expressed itself in a definite 
disposition towards a gradual reduction of the margin by 
which Great Britain predominated over her rivals The 
tendency was more pronounced on the side of exports 
where Great Bntain had never had such a preponderating 
position as she undoubtedly claimed m the import trade 
owing to her exceptionally strong position in cotton piece- 
goods and next to it m iron and steel The following table 
shows this very clearly 

TABLE SHOWING PERCENTAGE SHARE OF THE UNITED 
KINGDOM OF IMPORT AND EXPORT TRADES OF INDIA 
(MERCHANDISE ONlA INCLUDING HOWEVER RE 
EXPORT) 
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For more reasons than one the above figures do not afford 
us a direct clue to the extent of competition between Great 
Britain and her rivals and we must to a certain extent dis- 
count them before we arrive at the true mdex In the first 
place, we must make due allowance for a change m the basis 
of computation which makes the margin appear wider than 
has actually been the case Secondly, it must not be for- 
gotten that to a considerable extent it represents loss of 
entrepot trade m which Great Britain had no more direct 
mterest than m its employment of shippmg and transport 
agents only 1 Lastly, the fact that Great Britain retains a 
proportionately diminishing share of the growing trade of 
India does not necessarily signify that she is pan passu 
yielding the ground to her rivals, though it is not altogether 
demed that with the change of the world conditions on which 
her relative prosperity was built, it may to a certain extent 
have been the case The manifest decline m the United 
Kingdom’s quantum of Indian trade, it seems clear again, 
is partly to be accounted for by a different set of causes 
And we need not even go very far to apprehend them It 
is well-recognized that some at least of the important staples 
of Indian export play but second fiddle m the British market, 
and they are m fact more adapted to the requirements of 
less advanced countries In regard to such commodities 
England has willingly left the available Indian supply more 
and more to her competitors, as the already existing alterna- 
tive but nfore suitable sources of supply have m course of 
time expanded, or as new and better sources have m the 
meanwhile been explored So far as imports are concerned, 
the foreign countries have largely exported cheap, meretri- 
cious articles, below the standard which the United Kmgdom 
would ever care to produce It is not necessary to appeal 
to mduction to prove that they have not affected British 
exports m any appreciable degree but have mostly rushed 
mto the breach which they themselves have created by 
thrusting back the village handicrafts There is reason to 


1 It must here be observed that, even in regard to employment of 
shippmg the loss was only partial, for Bntish ships still contmS to be 
employed in the conveyance of Indian wares to Continental ports ° 
Q 
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believe that India s growing demand for foreign goods has 
leaned more on the side of such cheap attractive things 
than of solid durable articles in which Great Britain excels— 
a phenomenon which is only partially explained by climatic 
conditions but more by her peculiar economic situation 
But when all has been said that can be said it remains true 
that there is yet a sufficient margin within which this com- 
petition against Great Britain has made itself increasingly 
felt Especially since the War when her present avals had 
the advantage of Great Britain s war disabilities, it has 
threatened to assume a form which gives causes of anxiety 
and fear 

Such then are the salient features of commercial develop- 
ment of the modern era, covering a period of three score 
years. 

WHY THE NEW ERA OF COMMERCE IS SAID TO HAVE COM 
MENCED FROM THE SEVENTIES 

In conclusion a few words of comment are probably 
needed to clearly explain why we date the beginning of the 
new era from the seventies. Time does not admit of rigid 
demarcation and it is no easy task to exactly delimitate 
starting or finishing points m economic history It will for 
instance appear even from a cursory glance at Indian 
commercial statistics that the normal jogtrot of Indian 
foreign trade had begun to develop into a quick ‘gallop even 
some years before 1870 and strictly speaking, the trade may 
be said to have already leapt into importance in the later 
fifties A subtle mind will also detect in preceding years 
the faint beginnings of that change in the character of 
staples of commerce which became so prominent in the 
following years Why then one may rightly ask do we 
begin the narrative of the modern epoch of commercial 
progress from the commencement of the seventies ? There 
are however cogent reasons for it and they are not far to 

must in the first place bo remembered that trade 
during the fifties and the sixties was to a ver> large extent 
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stimulated by passing and accidental causes such as the 
Crimean War and the American Civil War If we make 
proper allowance for such factors, the real progress will 
show itself to be much less than appears on the surface In 
the second place, it will be well to look upon this decade and 
a half preceding 1870 as essentially a penod of transition, 
when the forces of progress were yet working out their 
effects True, such factors of progress exerted their influence 
on the course of commerce as fast as they arrived, but it 
was not till 1870 that they had reached a decisive stage. 
For the railways, which more than anything else brought 
about the revolution m commerce, had not developed mto a 
coherent system till about that date Thirdly, it would 
be an anachronism to date the beginning of an era of com- 
mercial progress to any year antecedent to an event of such 
first-rate importance as the opening of the Suez Canal Were 
it not for the Canal, neither the accentuated pace of evolu- 
tion nor the striking change m the character of staples could 
have been anything like what it really was “ There can 
be no doubt that if it had been necessary to continue to 
send merchandise between India and England by the way 
of the Cape, the pace of progress would have been far slower 
than it has been, for the outlets for Indian products would 
have remained restricted by the impossibility of bringing 
many of them to the European and American markets ” 1 

It is also interesting to note that the year 1870 was not 
merely the ’turning pomt of Indian commercial development 
but an important landmark m the world’s history of com- 
mefte too The “ period of world economy which means 
world production, world distribution, world mterdependence 
and world rivalry may be held to date from 1870, by which 
time railways and steamships were developed m England, 
France, Germany and the USA to a pomt where then- 
means of communication were revolutionized ” 2 Just at a 
time when India was in a very real sense closely linked up to 
world markets, the very fact that the year 1870 opened up 

1 J S A , Vol 52, p 650 
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a new chapter m the commercial history of the world was 
by itself a strong additional justification for taking that 
same year as a new starting point m her own trade history 
For it was hardly to be expected that such a profound change 
m the conditions of the world s commerce should be without 
wide repercussions on the volume composition and direction 
of her trade. It is not wholly on a firton grounds that we 
argue as above. It will be recalled that m one respect at 
least the effect was quite visible — the very distinct change in 
the direction of commerce from 1870 onwards was clear ly 
and definitely the outcome of the newly-developed world 
situation, though it was partly to be accounted for by the 
geographical change produced by the Suez Canal 
Lastly what strikes the most characteristic note of the 
economic evolution of India in modem tunes is as we all 
know a slow but sure process of industrialization. This 
transition in the economic life of the country which may be 
dated from the middle of the nineteenth century when the 
foundations of the jute and cotton mill industries were truly 
laid did not however as we pointed out in the preceding 
pages, impress itself in a tangible and indelible manner on 
the course of foreign commerce till about the beginning of 
the seventies. Judged, therefore by this standard which 
is universally recognized as an infallible test of the modem 
ness of any economic trend the new epoch of Indian com- 
merce must be said to commence from the opening of the 
seventies of the last century 
From all such considerations the year 1870 may be taken 
not unreasonably as marking the commencement of the 
new era m the history of Indian foreign trade. The fifties 
we may say communicated the first impulse to it The 
sixties served as a period of very active preparation for the 
great forward movement when the bright vista of com- 
mercial possibilities was only opening to the view It vus 
during the years which followed that their more and rim 
more bountiful harvest was reaped. 



CHAPTER II 


Basic Factors of Progress 

The commercial revolution began m India rouglily about 
the commencement of the 'seventies of the last century We 
described m the last chapter the general trend of the new 
commercial regime The questions that now naturally 
arise in our mmds are . What were the causes which so 
quickly transformed the course of commerce ? Where was 
the fountain of the flow of progress ? How was it sustained 
and still further developed in after years ? In this chapter 
we shall attempt to seek answers to such questions 

FACTORS OF COMMERCIAL DEVELOPMENT 

The volume of trade of any particular region depends, as 
everyone knows, on various internal and external forces 
Succinctly we may say that it is chiefly determined by con- 
ditions affecting producers and consumers and the circum- 
stances by, which they are brought nearer together 1 A 
general advance m a country’s resources and methods of 
production, that is to say, a greater abundance of its natural 
resources, coupled with an adequate growth of labour and 
capital more effectively apphed to turn them to account, 
is sure to be followed by an expansion of conimerce Agam, 
the growing intensification and diversification of wants* 
which in a progressive community is the inevitable outcome 
of every man’s desire to get on in life and to emulate each 
other, encourages the development of commerce not merely 
by broadening its scope directly but by adding fresh incent- 
ives to economic activities, which in turn pioneer the way for 

14-™* FlShSr ’ Purchastn S Pone* of Money, Ch V, Secs i and 2, pp 
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new wants Then there are the factors which tend to bridge 
the golf between distant buyers and distant setters and thus 
widen the circle of commercial operations They may be 
either mechanisms such as railways steamships and tele- 
graphs which throw down the landmarks of isolation set 
up by Nature or contrivances such as are afforded by 
efficient monetary and banking systems to smooth and 
facilitate the course of transactions or on the contrary they 
may represent well-devised economic policies which pull 
down all artificial barriers reminiscent of old and medieval 
times and establish m their place freedom of trade and 
enterprise in every possible manner Above all there must 
prevail as the first essential condition an atmosphere of 
perfect confidence happily described as the soul of trade 
— confidence begotten not merely by political security but 
by a sound healthy economic system- 
Of the various potent instruments of commercial progress 
narrated above nothing during the last century and a half 
did more to revolutionise commerce m one country after 
another and so of the world at large than development 
of the means of transport and communication. It acted 
and reacted on commerce in a hundred and one different 
ways. Besides the most obvious and direct effect which 
it produced on its range its rapidity and its character 
it simultaneously added a new impetus to every other ancil- 
lary agent of commercial development Thus it undoubtedly 
brought within the reach of economic consumption hitherto 
inaccessible supplies of national resources On account of 
this labour and capital became mobile as they were never 
before and consequently there was rendered possible a more 
effective application of such agents to the task of national 
production. Simultaneously of course there were at work 
revolutionary changes in the apparatus of production Itself 
multiplying manifold the productive capacities of nations 
Nevertheless it must be realized that unaccompanied b} 
developed means of corara uni cations such improvements 
in the technique of production would haw been altogether 
barren and they could not therefore haw proceeded \ery 
far It b again to be noticed how new ly-developcd means of 
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transport not merely afforded scope for production on an 
unprecedented scale but at the same time enlarged the 
volume and variety of needs by bringing about mcreased 
contacts among people of different regions Further, they 
rendered the monetary and banking systems more efficient 
and extended their scope m a manner unthinkable m bygone 
times All vexatious, local interferences, relics of a more 
sluggish age, were rendered unsuitable by the new economic 
regime which was brought mto bemg and they were quickly 
done away with, though unfortunately the grip on national 
tariff barriers was m most countries tightened rather than 
relaxed Not the least was to be observed the very valuable 
contribution which they made towards the solution of the 
problem of effective maintenance of peace and order over a 
wide stretch of territory or on boundless seas In other 
words, the development of transport facilities was indeed 
the pivot on which the world’s commercial development 
during the last century and a half hmged 
What was true of the rest of the world, was equally true 
of India There, as m every other country, it was the 
revolution in means of communication which, by welding 
the whole of the landmass mto a smgle economic unit and 
linking it up with the world at large, turned the course of 
commerce from what may well have been described as a 
string of pools mto a rapidly flowing, magnificent river In 
India, too, there were not absent other contributory causes 
of progress, and, as elsewhere, they received an energizing 
stimulus from improvements m means of communications 
and, like tributaries, mingled at different pomts their own 
stream with the copious flow which had its springs m the 
newly-developed conditions of transport 

THE BACKGROUND 

Before we proceed to give an account of the actual process 
of this commercial transformation, it is necessary that we 
should once cast a preliminary glance at the background 
For then and then only can we truly comprehend the vast 
and radical change m economic environment which was 
brought about during the period m question. 
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ROADS 


From the earliest tunes there is record of roads and 
wheeled vehicles in India. 1 But from the accoont of the 
European travellers and merchants of the seventeenth and 
eighteenth centuries it appears that the roads generally 
did not permit the free movement of commerce at all 
seasons ■ The situation had not improved during the 
rigime of the East India Company For a very long time 
it had hardly recognired either the obligation or the expedi 
ency of systematic provision of means of communication. 
No dorfbt here and there and from tune to time its paternal 
character cropped out pleasantly m special grants for cer 
tain favoured localities where the interests of the heg» 
happened to be strenuously represented. Thanks to the 
individual initiative of a few enterprising local officials 
some progress was also made in certain isolated areas. But 
for an unusually prolonged period there was nothing to record 
beyond such partial and desultory efforts Nor was there 
any symptom that a system of communication for oil Indm 
would ever be undertaken. • It was stiff worse that lor want 
of any systematic plan and provision for continuous upkeep 
even the existing roads were allowed to fall into disrepair 
without even a timely basket load of pounded brick or 
granite. 

There was no doubt in existence a Public Works Depart 


t ol the Road Development Committee 1917 p- 3. 


• Ibid* p 8 

• No better proof of thla absence of proper appreciation of the need and 
importance of comm ante* tioru can be afforded than by quoting an opinion 
of jo eminent a man as Sir Charles Matcalle It w« expretted M lately 
aa 1839 when be ww Member of CouodL In the course of much travrv 
ling Id the •pariona part* of India, aadd be I have not been itnyre$*ed 
with the belief that there is any general want of commnnkatloo proceed 
toe from a want of roods. It teems to me that there b commonly a roffi 
deacy of cornmurdettk® according to the demand* of the people but if 
utffl mor» cooclotlvo evidence be wanted It b furnished by the following 
astounding incident. In 1831 an almost completed road was foddeolr 
ttovped * few raiW that of 1 fc» natural terminus a seaport. For a fell 
conafderatkra of the difficulties opposed to the maintenance of road* to 
other placet than to the immediate vicinity of Ur^a town* b*d MUified 


made road WU auHered, in the abs 
to fall draper and deeper Into decaf 
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ment, but the department “ dignified by that name ” was in 
fact one of the Military Establisliments of the Government 
and practically occupied itself with the conservancy of 
military and civil buildings It was in 1854-55, virtually 
at the end of the Company’s rule, that the organization of 
public works was placed on a proper and systematic basis by 
Lord Dalhousie After this much-needed reform, construc- 
tion of roads proceeded m a more methodical manner and 
their upkeep too was most satisfactory 
In 1858, at the time of the assumption of the Government 
of India by the Crown, there were therefore no more than 
4,690 miles of first-class roads, and 24,715 miles of second- 
class roads to boast of 1 In other words, with the exception 
of two or three mam lines of road such as the Grand Trunk 
Road commenced m 1839 and a good many miles of road, 
more or less complete, m the North Western Provinces, 
in the Punjab and m Mysore, there were no roads worth the 
name In a country of vast distances like India, they were, 
obviously enough, utterly madequate, though it must at 
the same time be admitted that the hard and dry Indian soil 
offered during fair weather a surface over which a wheeled 
vehicle could pass without msuperable difficulty 


RAILWAYS 

The Corqpany was equally devoid of any initiative or 
mterest m the matter of railways With the perfection of 
the ^locomotive, railways had been promoted from a sub- 
ordinate to the most important part m the internal system of 
communications m the western countries In Europe, 
England had taken the lead m railway construction and even 
before 1850 she had developed her own system of railway 
communication In 1832 had come the first locomotive in 
France and her railway age had begun about 1845 and the 
’fifties had witnessed the completion of her original net- 
work In railways Germany had been ahead of all Con- 
tinental nations except Belgium, and by the 'forties railways 

1 Journal of the Society of Arts, Vol XXI, p 262, 
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had changed the face of that conntiy When the nuiway 
system was thus bong developed m the west in one country 
after another in India it was not even thought of The 
question was first forced upon the attention of the Court of 
Directors in 1845 and during the railway mama of the 
fifties considerable pressure of public criticism was brought 
to bear upon them for then apathy Bat prejudice 
timidity and a dread of spending money beyond the usual 
limits of military and naval establishments civil adminis- 
tration and jails the idea that railways were not good for 
India the bugbear of insurmountable physical impediments 
and lastly financial difficulties stood m the way of any pro- 
gress 1 Years were wasted m protracted negotiations 
without any tangible results till at last shortly before the 
outbreak of the Mutiny the Authorities at Home were 
roused to more energetic action by the compelling arguments 
of Lord Dalhousie s famous minute despatched in 1853 
Little wonder that up to the Mutiny railways were practic 
ally unknown in India but for a few miles from Bombay and 
from Calcutta and a third short line which had just been 
opened in Madras 1 


RTVEKS AND CANALS 


It was to the unrivalled excellence of its waterways that 
Europe owed its pre-eminence in commerce before the 
railway era. There the natural waterways 'were again 
supplemented by construction of a system of canals which 
in some countries began from about the end of the seven 
teenth century or the beginning of the eighteenth. Great 
Britain was in this respect behind her Continental neigh- 
bours but between 1760 and the close of the century she too 
had equipped herself with a network of canals and this lay 
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at the root of her first phase of industrial and commercial 
revolution In America the construction of canals had 
co mm enced from 1793 India, however, even to this day 
is singularly ill-equipped m respect of fluvial highways The 
characteristic of most of her rivers is that at one moment 
they are " mere gravel beds, with here and there a rill of 
water,” and, at the next, they will sweep along impetuously 
and will prove impassable " Still less could they be used 
for profitable navigation for the transport of the produce of 
the country, for at the season of the harvest the rams ceased 
and the nvers began to fall and the beds of rivers were dry 
and impracticable for purposes of transit when harvest was 
made and the produce was ready to be transported to 
market ’ n Commercial navigation was therefore practically 
confined to the deltas and the valleys of the great nvers 
which form the natural waterways of the country, though the 
facilities afforded by innumerable small nvers, creeks, and 
backwaters all round the east coast were fully utilized by 
small native craft As for canals, though it is now apparent 
that their construction is of problematical value outside the 
deltaic tracts, there had come into prominence towards the 
closing years of the Company's rule a school of opinion m 
favour of linking up the country by a network of canals , 1 2 
but very httle had actually been accomphshed 


1 Journal of the Society of Arts, Vol 3, p 404 

2 The name, most prominently associated with this school of opinion 
was that of Sir Arthur Cotton, who had an extensive plan of canal 
communications all over India A zealous advocate of cheap waterways, 
Sir j^rthur put forward his scheme, not, however, to supplement com- 
munication by railways but as a rival to it He envisaged for India a 
self-sufficient and independent means of water communication and 
unhesitatingly denounced other possibilities To Cape Comonn or its 
immediate neighbourhood which curiously enough he selected as the best 
site for an Indian port, the west and east coast canals were to be extended, 
“ the latter connecting all the great systems of navigation under 
construction on the Toombuddra, Kistna, Godavery, and Mahanudee, with 
those m the valley of the Ganges, the Rajmahal, Soane, Grand Ganges, 
Delhi, and Sutlej works, up to the Punjab ” {J S A , Vol XXI, p 512 ) 
To Sir Arthur's mind, “ There is not one serious difficulty m the way of a 
steam-boat canal from Loodhiana to this, a distance of 2,700 miles , and 
by the Godavery nver and the Toombuddra it would open to Nagpoor and 
Bellary, and by the Burhamapootra to the confines of China , and if, as I 
have suggested, the land line of 250 miles is opened to the Yangtse, the 

f °£i mtenor water communications of that country would be opened to 
it Thus almost the whole interior of India and China might be opened to 
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means of locomotion 

It was but in the fitness of things that the means of loco- 
motion m the country were as pitiable as the conditions of 
communication were wretched Only the few thousand 
miles of metalled roads were available throughout the year 
for traffic m bollock carts by stages of ten miles a day 
The narrow unmetahed tracks though quite tolerable in 
the dry season became during the months of monsoon and 
for some time thereafter altogether unsuitable for any 
wheeled traffic. Except m the best cases they became 
impassable even to pack animals In describing the means 
of communication as they existed m 1852-53 a writer in 
1869 thus remarked with reference to such roads Indeed 
those men whom duty or dire necessity occasionally com 
polled to travel during the rains found, not infrequently 
that their best chance of progress lay in leaving the line of 
road and struggling across the miry land alongside to avoid 
the rut worn by their predecessors 1 Over the larger part 
of the rest of the country which was roadless merchandise 
had to be earned on the backs of bullocks struggling miser 
ably along their way each with a load of 240 lbs. only 
To-day it is inconceivable to think that the transport of raw 
cotton to a shipping port from the cotton tracts of the 
Central Provinces and Berar had to be effected in this manner 
over a distance of 400 miles. It was mor& than two or three 
months before the port was reached and during transit 
cotton suffered considerably in character owing to the 
damage done by the weather and by the gradual accumola 

tM* point, at a coat of tranrit not wry different from that of ocean pro- 
bably km ii iarurtnea f* allowed for 1 (Ibid.) . . . __ 
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tion of dust and dirt Not a year passed in which droves of 
cattle did not succumb on the way either from drought or 
from over-fatigue Not infrequently, too, the earners were 
overtaken by rams, and to their great disappointment they 
found their further progress stopped, or at any rate rendered 
difficult by the swelling tides of streams and torrents 
Where facilities for water transport existed, small, slow- 
moving boats were employed for the conveyance of merchand- 
ise from and to the mtenor No sooner had the experiments 
with steam vessels achieved success m England and America 
between 1801-2 and 1812 than steamers began to make their 
appearance on many of the principal rivers of the world As 
early as 18x4 a writer was able to say that “ most of the 
principal rivers m North America are navigated by steam- 
boats ” In Europe, too, it was taken up everywhere with 
great rapidity Long before 1850 all large European rivers 
had their steam services In India, however, except for 
some early abortive efforts, it remained unknown until a 
few years before the Mutmy, when a river service of small 
steamers was for the first time started on the Ganges between 
Calcutta and Allahabad 

The vital importance of communications as an essential 
part of commercial development requires no emphasis, 
yet such indeed were the facilities of communication in 
India Add to all such mconvemences the risk of lives from 
gangs of marauders which infested both roads and rivers 
alike, and the not uncommon attacks of wild beasts, from 
which the roads were not immune It was agam the slow- 
ness of the methods of conveyance which made them more 
easy and helpless victims of these pests of the highways. 
If, however, m spite of such discouraging circumstances, 
stagnation was not written large m the figures of trade as 
should very properly have been the case, it was largely 
because India was especially fortunate m having some 
hereditary classes of sturdy carriers and traders, who rami- 
fied all over the country, travelling “from Bombay to 
Mirzapore, from Bundelkhand to Masuhpatam ” It was 
they who persevered, where others would have recoiled, and 
steadily pushed on with their trade undaunted by " the snows 
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sod the rocky passes and the fierce mountains 
conironted them in the north or damp and dart forest the 
putrefying vegetation the malanons exhalation thecal 

W SW ^ PS ^ acr °® then- path m the iSdlands 

and in the south 


DIFFICULTIES AT THE PORTS 

This however is not the whole story If a trader had 
at last succeeded in face of snch enormous odds in bringing 
down his produce to the coast it was only to be confronted 

with a fresh crop of difficulties at the ports. The singular 
deficiency of naturaf harbours caused by lack of sinuosities 
or indentations on her coast Imes, and the consequent 
inadequate safety of shipping at the places serving as inlets 
and outlets for commerce did not constitute the only or 
even the chief difficulties. Not a single port had as yet any 
of the conveniences and facilities such as docks wharves 
jetties, quays etc with which they are so well equipped 
to-day 1 Ships had to he out in the open stream while the 
loading and unloading of cargoes proceeded in a most leis- 
urely and inefficient maimer with the aid of the most primi- 
tive appliances. When however the monsoon set la all 
work was virtually brought to a standstill. 


1 Of the major port* of to-day Bombay though a magnificent natonl 
harbour continued until the middle of the nineteenth century little more 
fkjn a collecting centre for the smaller porta of the wet coast and for the 
relatively small atrip of land between the Western Ghatj and the aea." 
It was only after the American Civil War that the port emer ged with its 
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LONG SEA VOYAGE ROUND THE CAPE 

Difficulties did not even end here Last, but by no means 
the least, was the great inconvenience of the long sea voyage 
m sailing vessels, toiling slowly and uncertainly round the 
Cape It generally took ten to twelve weeks to accomplish 
the voyage, while thirteen to fourteen weeks were not 
unusual The uncertainty of this journey through one of 
the stormiest places of the world was as much a deterrent of 
commercial ventures generally as its expensiveness and 
duration were fatal to any trade in staples which were cheap 
and bulky or liable to deterioration during the protracted 
transit 


DILATORY BUSINESS METHODS FOR LACK OF SUITABLE MEANS 
OF TRANSMISSION OF INTELLIGENCE 


We need also remember that these were the days when 
practical electric telegraphy, which fulfils so important a 
role m modem commerce and has indeed revolutionized its 
methods, was but m its first stages of development even m 
the advanced western countries 1 In India it had not 


appeared till the closing years of the Company 2 What, 
however, will appear very strange, though it is nevertheless 
true, is that even the facilities for correspondence through 
the medium of a well-organized postal system were absent 
for a long tiine They first became available only m 1854, 
when the foundation of a really effective postal system was 


1 In 1836 Morse in America invented a method and apparatus which 
ultimately superseded all others, and -within a few years it was so perfected 
that with some modifications in detail it has largely been used ever since 
In the ’forties lan dlm es were extended over the whole of Europe and sub- 
marine cables followed them m the ’fifties 

s In India construction of telegraphs was commenced in 1851 with a 
few miles of experimental lines m and near about Calcutta, and their 
success had stimulated their quick and wide extensions By 1857 India 
was provided with telegraphic communication over a dist an ce of 4,555 
miles The earliest experiment of Dr (afterwards Sir) O’Shaughnessy m 
laying down the first 21 miles of telegraph lines as far back as 1839 is 
worth, record, but only as an incident of mere antiquarian interest The 
experiment was " far in advance of the views of the Board of the East 
rnma Company ” and it was not until 1849, by which time telegraphy 
proved success m Europe, that we find any move m ade in India 


was a 
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M by the introduction of postage stamps and fixation of 
cheip and uniform postage for the whole country irrespective 
^ em of pnromB^had 

actually retrograded from the institution of the footposts 
of the Moghuls and it win be no exaggeration to say that 
it existed more to try the patience of the commercial com- 
munity and the general public than really to serve them. 1 

Between England and Inffa communication was m a 
more wretched condition than can possibly be concaved. 
In early years there was no regular service. A letter was 
five six or perhaps seven months on its way Matters 
no doubt began to rmprtrve from the late thirties when 
arrangements were made for the carnage of mails over the 
Isthmus of Suer til in 1853 a fortnightly service was estab- 
lished. Stfll, the necessity of transhipment on both ends of 
Suez continued to cause not a little delay expense and 
inconvenience. It was only m the year of the termination 
of the Company s rale that the difficulty was solved by the 
construction of the desert railway As for the linking up 
of India with England and the outer world by means of 
telegraph it was yet in the womb of the future. 

A generation familiar with modern methods of business, 
when price quotations to an inte n ding buyer and his orders 
are flashed over the antipodes within the twmkbng of an 
eye when railways on land, up-to-date scientific appliances 
at ports and steamers oa seas combine to annihilate time 
and distance in a most amaxmg manner can hardly imagine 
with what dflatoriness business was earned on in those days. 

A transaction between buyer and seller completed its ■cycle 
in as many months as it now takes weeks It was no 

1 Over enormous Oru there vere no pcstel ledllUM *t eh l*ltcn 
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exaggeration when a contemporaneous writer complained 
that " from the time the seed was put into the ground, m 
some cases more than two years elapsed before the cotton 
reached Liverpool ” 

ARTIFICIAL 'RESTRICTIONS : TRANSIT DUTIES 

As though the above hindrances were not enough, there 
existed, on the top of them, numerous artificial restrictions 
to hamper the growth of trade First, there was the system 
of vexatious transit duties, characteristic of the ancient and 
mediaeval world Its pernicious effects on trade are too 
well known to need recapitulation And m fact no country 
m the world began its career of modem progress until 
it had got rid of them It is true that m India they were not 
leviable on imports from and exports to Great Britain, and 
did not therefore directly affect our foreign trade, which 
was largely British Nevertheless, indirectly they exerted 
an adverse influence which was not quite negligible For 
there was no escape m any case from the illegal exactions 
and repeated detentions at the numerous customs frontiers, 
which more than any payment of duty constituted a serious 
drawback of the system 1 Further, the obstruction to 
natural distribution of industries and restrictive effects on 
the scope of internal trade caused by such internal tolls 
could not but have eventually reacted on the foreign trade 
m an advene manner It is true that between 1836 and 
1844 transit duties were gradually abolished m the different 
provinces and by 1848 the further step was taken of making 
the mter-provmcial trade absolutely free Yet the country 
was not quite immune from internal interference with trade 
As the consequence of differences m salt duties, a long cordon 
of preventive lines which, “ if put one after another would 
have stretched from London to Constantinople,” had to be 
maintained Goods had still to run the gauntlet of this lme 
and suffer from all its evil consequences There again 

1 Cf ‘'It was not so much the amount of the rates as the operation of 
the checks upon the evasion of the duty earned on by ill-paid and corrupt 
officers that was considered to constitute the real gnevance " [History 
of Indian Tariffs, by N J Shah, p 59 ) 

D 
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remained interspersed all over the country the numerous 
Nattve States standing outside the reformed system and 
acting as great barriers in the way of free movement of goods. 


OTHER ARTIFICIAL HINDRANCES 

We have not yet exhausted our account of other artificial 
barriers which impeded trade at the time At home there 
was pursued a narrow fiscal policy clogged with a vast 
number of export duties and characterized by differential 
customs according to the flag of ships and the nationality 
of goods. Abroad the entry of Indian goods was sturdily 
resisted by mercantilist ic policies prevalent in most countries 
It was however the order of the day to obtain commercial 
facilities in foreign markets through reciprocity treaties and 
although it was a fact that Great Bntam largely entered into 
such treaties with other nations ever since the twenties and 
often used the Indian trade as a pawn m the game 1 yet 
India herself was never allowed any share of the valaable 
concessions which were thus secured. 


IRRIGATION 


It is also necessary to state that artificial irrigation the 
vital importance of which for the greater portion of India 
cannot be over-emphasized did not receive any but very 
inadequate attention from the Company s adfhintstration. 
Though a few classic works stood to its record yet it is a 
well-known fact that they were carried out in an intermittent 
fashion at no tune with a vigour commensurate with their 
surpassing importance. An indecision of opinion and action 
was veiy apparent in this as m every other branch of public 
works. The Company was on the whole reluctant to commit 
itself to any extensive scheme of state irrigation its 
practice of providing for such projects out of current revenue 
prevented any regularity or conturoity of work and on t lie 
£Xry oftcu nLltcd in considerable waste from suspem 

]CmK ( ShJih Hitlarr of Indian Ttrtfft p? 7 s **" 
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sion of valuable works already undertaken 1 On the other 
hand, through long and continuous neglect even the old 
works were often suffered to deteriorate and sometimes to 
fall mto desuetude "To whatever part of the country we 
turn,” reported the Commissioners on Public Works m Madras 
m 1852, " we find the vast majority of tanks, even in a good 
season, watering far less land than they once did, and far less 
than they could now irrigate, if kept in proper repair , and 
there is abundant evidence to show that if the existing tanks 
were restored to their original capacity or efficiency, a very 
high increase of cultivation and revenue would be the result ” 

It is thus apparent that partly from impediment set up 
by Nature but chiefly on account of the tardiness of the 
administrators of those days to pursue a forward policy 
and to profit by the lessons of advanced western countries, 
conditions in India till the end of the Company’s rule were 
far from favourable for any commercial progress We have 
elsewhere quoted figures as to the value of trade during the 
period from 1840 to i860, 2 and if we now compare with them 
the annual average of the value of trade dunng the quin- 
quennium 1834-5 to 1838-9, which was Rs 18,64 lakhs, the 
comparatively small dimensions of trade in those days and 
the slowness which characterized its growth will at once 
become quite obvious In view of the circumstances we 
have described above, this will of course cause no surprise 
It must be equally obvious why the character of trade m all 
those days was so largely different from what it is to-day 
The existence of any trade under such circumstances was 
quite out of the question unless it were m commodities 
which had large value m small bulk, could stand the stress 
of protracted transport, and were more or less monopohes 
possessmg special demand m foreign countries 

1 Read the Report of Proceedings in. the Public Works Department 
dunng the official year 1 860-61 for confirmation of the statement After 
a description of the more valuable works suspended dunng the year for 
want of funds, the writer of the Report goes on to complain how appro- 
priation which the Government of India has been able to make for public 
works has often fallen short of the actual requirements and how this 
intermittent system of construction of public works has caused injury and 
loss in a variety of ways The Report forms Chap VIII of the Moral and 
Material Progress Report of India for the year 1860-61, 

s Supra, p 6, 
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CIRCUMSTANCES WHICH BROUGHT ABOUT THE COMMERCIAL 
REVOLUTION 

Then came the terrible cataclysm of 1857 Amidst and 
after an upheaval of this type when such imperfect com 
murucations as were only recently established were greatlj 
disrupted it might a priori be expected that there would 
be a setback of the clock of progress. But the contrary was 
in fact the case. The mutiny proved no Jess a turning point 
m the economic history of India as it obviously was of the 
political. It was in the sphere of commerce both internal 
and external that there was the earliest and most tangible 
manifestation of the new era. The causes contributory to 
the commercial change had indeed followed each other in 
such rapid succession that it wifl be a pardonable exagger 
ation to say that the transition from the old order of things 
to the new was as it were a change m a pantomime. 

Even before the Mutiny the advantages of rapid com 
mumcation had been brought home to the Government 
during two or three political emergencies The lesson of the 
Mutiny was too deep to be lost in any case whatsoever A 
determined and vigorous attempt was now begun towards the 
rapid development of means of communication m cverj 
possible manner Though the mainspring of the action was 
strategic, yet the needs of commerce had always to be kept 
in view 

In the first place construction of railways began to 
be pushed on with great energy By 1862 there were 
2,460 miles of railway available for traffic and in 1070 
4 915 miles. 1 Many of the lines however were still disjoint^ 
By 1871 the system of trunk lines linking up the hinterland 
of each province with its chief port and the different pro- 
vinces with each other was brought to completion Titus 
was India provided with a tolerably complete network of 
main lines traversing all parts of the country with a total 
length of 5.262 miles open to traffic.* If on a moderate 

* Fbrurc* an; from the fimw of Trtdt of InJio for the )**r end+*l *» 
the 3t*t M*rth 1W6 Appendix Txtte II p Ixxith 

* Ibid 
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computation we assume ten miles on each side of it as 
brought within its reach, the total, served by the railway 
system, represented an area of 105,240 sq miles 
The advent of the “ powerful engines of commerce ” was 
the most potent factor m breaking down m India, as m every 
other country, the old system of localized supply of local 
requirements In the mterior, new markets were opened up 
and new sources of supply were tapped, which had hitherto 
been outside the pale of commerce The multifarious raw 
products of India, which m former years of bounty remained 
to rot on the ground, and her mineral products, lying dor- 
mant beneath the surface, were made available for commerce 
m a manner never before dreamt of More and still more 
areas of land were brought within the range of profitable 
cultivation, and the way m which bulky products could now 
be earned over vast distances mtroduced a new element m 
the agricultural economy and reacted favourably on the 
efficiency of farming For the first time m Indian history 
local specialization m particular crops suitable to then 
respective areas was rendered possible, and there was 
brought about a change from subsistence farming to the 
growing of commercial crops Above all, the snort of the 
non horse roused the drooping energies of the people, and 
the whole country was beginning to respond to the vast 
impulse which the mtroduction of railways gave to its enter- 
prise It was agam the railways which rendered possible 
the growth’ of large-scale industries m the country, though 
the effect on cottage industries was nothing short of disas- 
trous Pan passu with the development of the railway 
system and supplementing its general tendency to con- 
solidate India mto a smgle economic unit, proceeded the 
construction of electric telegraph There were set up m one 
smgle year after the Mutiny 2,000 miles of new hues, besides 
reconstruction of old hues destroyed It was an evidence 
of the earnestness and rapidity with which the Government 
set itself to the task of transforming India from a mere 
geographical name to a truly consolidated unit 
Then in the nick of time' came the Suez Canal In 1869, 
when it was thrown open from sea to sea, the far-divided 
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portions of India were nearly spanned by the railway net 
and fairly linked np by wires Looked at from the stand 
point of India, the Canal wonid appear to be only a natural 
counterpart of the great opening out of her commerce. 
The effect of the digging of the Canal was to shorten the 
voyage 1 and bnng her into closer contact with the great 
countries of the west The true significance of the Canal 
lay not however in mere economy of time and distance. 
We are too apt to foiget that an overland route vuz Suez and 
Cairo was for many years in existence and active operation. 
But from the very nature of the mode of communication the 
shorter route could have profitably been used only by m ails 
and goods of high value m small bulk. The real advantage 
of the Canal consisted m the fact that it secured the speed 
of the short route without the inconvenience of tranship- 
ment and expensiveness of land transport. 

The opening of the Canal was twice blessed. Not only 
did it save time and distance and make for dim in ished risks 
and greater certainty but it gave a greater impetus to the 
substitution of steam for uncertain winds in the navigation 
of seas.* Thus between 1873 and 1882 the increase of the 
worlds steam tonnage had actually been three times as 
great as the diminution of sailing tonnage — a fact of all the 
more significance when it is borne m mind that a steamer 
makes on an average something like three voyages to e\Try 
one made by a Railing ship 1 The acceleration of the use of 
steamships did in its turn add considerably to the advant 
ages arising from saving of time distance and risks. 

It was also a happy coincidence which however was not 
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merely fortuitous that the digging of the canal was coeval 
with extensive improvements m the world of steam naviga- 
tion 1 For, " without improvement m marine steamers the 
Canal would not have been of so much advantage, whilst 
without the Canal the steamers would not have been so 
useful ” 2 

The easy means of communication which was thus thrown 
open between Europe and India was pregnant with signi- 
ficance from another pomt of view There was a steady and 
growing influx of European, chiefly British, capital and 
enterprise as perhaps would never have been possible 
otherwise With the advent of foreign capital and foreign 
enterprise, the abundant resources of India, hitherto 
untapped for lack of indigenous capital and enterprise, began 
to be more and more developed for the benefit of trade and 
commerce not merely of India herself but of the world at 
large 

There was a further consummation to this whole process 
of lrnkmg up the different parts of India with one another 
and of India with the rest of the world, when her telegraphic 
communication with the outer world was placed on a satis- 
factory basis It was about 1855 that the question of 
telegraphic communication between England and India 
began first to take a definite practical shape Enormous 
physical obstructions along the route together with political 
comphcations which often arose stood m the way of any 
rapid progress However, perseverance was able to over- 
come all obstacles At last, m the beginning of 1865, the 
first telegraphic connection between Europe and India was 
estabhshed with the completion of the overhead Turkish lme 
via Constantmople Almost simultaneously there was 
brought into operation another aerial route connecting 
England with India via Germany, Russia and Persia 
Unfortunately, however, the land lines in those early years 

1 First, there was the screw propeller, which came m 1836, but was not 
generally adopted till the 'fifties Then there was the substitution of 
steel for iron as the material for shipbuilding Next came the increase 
of pressure in the boiler and the introduction of surface condensers, follou ed 
by the use of compound engines, which were recognized as a commercial 
success at the end of the 'fifties 

~ J S A , Vol 24, p 279 
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portions of India were nearly spanned by the railway net 
and fairly linked up by wires. Looked at from the stand 
pomt of India the Canal would appear to be only a natural 
counterpart of the great opening out of her co mmer ce. 
The effect of the digging of the Canal was to shorten the 
voyage 1 and bang her into closer contact with the great 
countries of the west The true significance of the Canal 
lay not however m mere economy of time and distance. 
We are too apt to forget that an overland route ma Suez and 
Cairo was for many years m existence and active operation. 
But from the very nature of the mode of communication the 
shorter route could have profitably been used only by mails 
and goods of high value in small bulk. The real advantage 
of the Canal consisted in the fact that it secured the speed 
of the short route without the m convenience of tranship- 
ment and expensiveness of land transport 
The opening of the Canal was twice blessed. Not only 
did it save tune and distance and make for diminished risks 
and greater certainty but it gave a greater impetus to the 
substitution of steam for uncertain winds m the navigation 
of seas * Thus between 1873 and 18 82 the increase of the 
world s steam tonnage had actually been three tunes as 
great as the diminution of sailing tonnage — a fact of afl the 
more significance when it is borne in mind that a steamer 
makes on an average something like three voyages to every 
one made by a railing ship * The acceleration of the use of 
steamships did in its turn add considerably to *the advant 
ages arising from saving of time distance and risks 
It was also a happy coincidence which however was not 
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merely fortuitous that the digging of the canal was coeval 
with extensive improvements in. the world of steam naviga- 
tion 1 For, ” without improvement in marine steamers the 
Canal would not have been of so much advantage, whilst 
without the Canal the steamers would not have been so 
useful ” 2 

The easy means of communication which was thus thrown 
open between Europe and India was pregnant with signi- 
ficance from another pomt of view There was a steady and 
growing influx of European, chiefly British, capital and 
enterprise as perhaps would never have been possible 
otherwise With the advent of foreign capital and foreign 
enterprise, the abundant resources of India, hitherto 
untapped for lack of indigenous capital and enterprise, began 
to be more and more developed for the benefit of trade and 
commerce not merely of India herself but of the world at 
large 

There was a further consummation to this whole process 
of lmkmg up the different parts of India with one another 
and of India with the rest of the world, when her telegraphic 
communication with the outer world was placed on a satis- 
factory basis It was about 1855 that the question of 
telegraphic communication between England and India 
began first to take a definite practical shape Enormous 
physical obstructions along the route together with political 
complications which often arose stood in the way of any 
rapid progress However, perseverance was able to over- 
come all obstacles At last, m the beginning of 1865, the 
first telegraphic connection between Europe and India was 
established with the completion of the overhead Turkish lme 
via Constantinople Almost simultaneously there was 
brought into operation another aerial route connecting 
England with India via Germany, Russia and Persia 
Unfortunately, however, the land hues in those early years 

1 First, there was the screw propeller, which came in 1836, but was not 
generally adopted till the 'fifties Then there was the substitution of 
steel for iron as the material for shipbuilding Next came the increase 
of pressure in the boiler and the introduction of surface condensers, followed 
by the use of compound engines, which were recognized as a commercial 
success at the end of the ‘fifties 

: J S A , Vol 24, p 279 
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were wretahedly organized and hopelessly behind the 
reqmrements of the age The delays to m«Lges " 
subject of universal complaint and it tvas felt that an 
irregular service was worse than none at all The remedy 
was at last found when in 1870 the cables were sunk to the 
bottom of the seas > This made trade bosk by aiding a 
quick interchange of commodities and profitable by 
preventing the accumulation of large stocks through the 
early information it afforded of the state of large markets 
and rendered the trade safe by strengthening the control by 
the Government of the foreign affairs of the state. 1 
It was as the cumulative effect of railways and telegraphs 
of the Canal steamships and cables that silently but surely 
a commercial revolution did m so short a space of time 
burst upon the country Doubtless there existed other sub- 
sidiary causes which had helped the process of the trans- 
formation Indeed some of them had even come earlier 


and, as we shall presently see more of such influences came 
to operate in the following years Of such secondaiy causes 
we have in previous paragraphs given hints of some and it fa 
nnnecessaiy to attempt any detailed account of the rest A 
word must however bo said as to irrigation which has smee 
done so much to increase the exportable surplus of the 
country Its progress was greatly facilitated by the accep- 
tance from 1866 of the policy of financing productive pubic 
works by means of public loans though for a time after the 
Mutiny attention was distracted to a certain extent from 
irrigation to extension of communications. Whatever the 
influence of irrigation and such other factors may hare been 
on the subsequent development of commerce the key to the 
whole commercial situation after 1870 let ns not forget is 
supplied by two factors or rather two groups ol factors only 
railways with telegraphs and the Canal in conjunction with 


steamships and cables 

Farb successive decade in the coming years saw an 
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acceleration of the transforming process While the old 
mechanisms of commercial equipment were contmuously 
elaborated and improved, new aids to advancement were 
increasingly brought mto bemg Through extensions of 
the old systems and construction of new feeder lines to serve 
them, the railway net, for instance, was spread wider and 
wider till India came to possess at the end of 1926-27 a 
length of 39,049 miles 1 Not only did the mileage of railways 
mcrease but there was simultaneously a steady reduction of 
the rates 2 charged for carnage of goods, and the movements of 
trade from and to the ports were especially stimulated by 
the particularly low and favourable rates which resulted 
from the competition of one nval railway system with 

1 Statistical Abstract for British India, sixty-first issue If we leave out 

of account the War period, when their requirements were starved and 
certain other occasions when the requisite equipment of rolling stock was 
allowed to fall below the standard, the Indian railways have on the whole 
kept pace with, and have admirably served, the needs of commerce which 
they themselves have stimulated Yet from the wider standpoint of what 
commerce might be instead of what it is, we need refer to what the Indus- 
trial Commission of 1916-18 pomted out, that “ the vested interests of 
railways have prevented waterways in India from receiving the attention 
that has been given to them in other large countries with such satisfactory 
results ” ( Report , p 175 ) It is again true that railways in India have 

always felt the lack of radial feeders, though their speedy construction was 
urged by the Secretary of State as early as i860 and an ad hoc cess was 
levied thereafter The total mileage of roads in British India at the end 
of 1927-28 was Surfaced 59,110 miles, unsurfaced 140,030, or total 
199,140 miles, excluding roads maintained by min or local bodies or by 
villagers themselves The development of the road system is particularly 
desirable in an agricultural country like India for the better marketing of 
its produce The advent of motor traction has at once increased the 
importance of, roads and introduced a complex problem of competition 
with railways It is hoped, however, that by means of proper co-ordina- 
tion the automobile will act as a great auxiliary to the railways, especially 
by Quick transport of goods in the busy season and by act mg as a scout 
for railway extension 

2 The reader is referred to K L Datta’s Report on the Enquiry into the 
Rise of Prices m India, Vol I, p 82, for a statement showing the growth 
of goods traffic on railway and the decrease in freights from 1890 to 1912- 
x 3 “ A glance at this statement will show how very large the reduction 
m freight has been in the case of coal and tea, bemg as much as 40 % , while 
in the case of jute, jute manufactures and sugar it has been 27 to 31 per 
cent The smallest reduction has been m grains and pulses and raw 
cotton, but here also it has amounted to 20 per cent ” Op cit , p 81 It 
may, however, be added that " the railway rates from gram were from the 
commencement fixed on a low basis, and m the case of raw cotton it was 
found, on special enquiry that the rates were not such as 
prevented expansion of the area under cotton cultivation with the expan- 
sion in trade m cotton ” (See Ghose, A Monograph on Indian Railway 
Rates, p V ) For railway freights earlier than 1890, Ghose's Monograph 
and Sanyal’s Development of Indian Railways, 1931, may be consulted 
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were wretchedly organized and hopelessly behind the 
requirements of the age The delays to were a 

subject of universal complaint and it was felt that an 
irregular service was worse than none at alb The remedy 
was at last found when in rSyo the cables were snnh to the 
bottom of the seas, 1 This made trade bnsl by aiding a 
quick interchange of commodities and profitable by 
preventing the accumulation of large stocks through the 
early information it afforded of the state of large markets 
and rendered the trade safe by strengthening the control by 
the Government of the foreign affairs of the state. * 

It was as the cumulative effect of railways and telegraphs 
of the Canal, steamships and cables that silently but surely 
a commercial revolution did m so short a space of time 
burst upon the country Doubtless there existed other sub- 
sidiary causes which had helped the process of the trans- 
formation Indeed some of them had even come earlier 
and as we s h all presently see, more of such influences came 
to operate in the following years Of such secondary causes 
we have in previous paragraphs given hints of some and it is 
unnecessary to attempt any detafled account of the rest. A 
word must however be said as to irrigation, which has since 
done so much to increase the exportable surplus of the 
country Its progress was greatly facilitated by the accep' 
tance from 1866 of the policy of financing productive public 
works by means of public loans though for a time after the 
Mutiny attention was distracted to a certain extent from 
irrigation to extension of communications Whatever the 
influence of irrigation and such other factors may have been 
on the subsequent development of commerce the key to the 
whole commercial situation after 1870 let us not forget is 
supplied by two factors or rather two groups of factors onJj- 
railways with telegraphs and the Canal in conjunction wit 
steamships and cables 

Each successive decade m the coming yean saw an 
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found, on special enquiry that the rates were not such as 
prevented expansion of the area under cotton cultivation with the expan- 
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another or with water transport as the case mwht be. i The 

°f the Sn« 

increased and a policy of steady improvement together with 
a lowering of rates was successfully pursued. All the time 
steam was steadily displacing- tie sail and the further 
improvements m marine engines (the triple and quadruple 
expansion engines of the eighties and the nineties) gteatly 
accelerated the change from the one to the other till before 
long it was ail bat complete. 1 Meanwhile just as telegraph 
and telephone spread wider and wider within the land * so 
were more connections with outside countries opened and 
both inland and foreign tariffs underwent considerable 
reduction to the great advantage of the commercial com- 
munity Then again by persuasion and by friendly advice, 
by treaties and by use of political influence the Government 
succeeded by 1867 in inducing the Native States to 
abolish their duties and thus transform India into the 
biggest free trade area in the world in so far as population 
was concerned. Fiscal reforms were earned a step forward 
by the abolition of almost all export duties. The conditions 
of harbours and anchorages which had first begun to engage 
the attention of the Government at the end of the sxtiea 
gradually passed through considerable improvements Some 
ports went ahead, others lagged behind and there was 
consequently no regular or even development but 00 
the whole they made great strides. The major ports 
under the segis of port trusts formed from 1670 on ore 
to-day provided with all modern facilities in some cases 
direct communication between the railways docks end 
goods depots bong established Effective measures for due 
execution and continued revision of marine sarv *J^' 
charts on a systematic imperial plan and for provision o 
safety were also adopted ever since it had been brought to the 
notice of the Government of India by the Secretary of State 

1 fids Ccmvntslo* Report Chjp ia (OOJU « 
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in his despatch of March 30th, 1871 Last, but not least, 
canals of irrigation went hand in hand with expansion of 
facilities of communication and were working at the very 
source to provide the latter with the traffic they wanted to 
increase 1 The progress of irrigation, which received a 
great momentum with the openmg of the twentieth century 
as the consequence of the recommendations of the Irrigation 
Commission, coupled with a new agricultural policy of 
research and experiment initiated at the same time, not only 
increased India’s supply of exportable surplus but strength- 
ened m many directions her position m the world's market 
Then the gradual development since 1904 of Co-operative 
Credit institutions, 2 now forming the nucleus of a powerful 
uplifting movement among the masses, provided for the 
financing of the great industry of the country, agriculture, 
and mcreased the productive power of the nation in propor- 
tion as it saved the ryots from the tightening grip of the 
usurers’ " sterilizing ” rates of interest 

When every circumstance was thus imparting m unison a 
steady, fructifying stimulus towards a rapid development of 
commerce, there was, however, one discordant factor which 
on a clear commercial sky blazed as the autumn star, the 
baleful sign of the fever of speculation For the greater 
part of our period there unfortunately existed some form of 
disorder of the Indian currency system to disturb the even 
course of trade In fact, the element of uncertainty which 
was consequently mtroduced sometimes proved a serious 

•^Mileage of irrigation, productive and unproductive, in 1926-27 
Mam canals and branches, 21,539 miles, distributaries, 41,699 ^ u ^ es / l 
63,238 miles, being " more than sufficient to girdle the earth twice 
lotal area of land irrigated, 23,172,488 acres — Statistical Abstract, six y 
nrst issue 
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members and other 
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1905-6* 

1908-9 

1927-28 

283 

1.963 

82,236 

28,629 

180,338 

3,504.354 
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7.712 

397,564 
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handicap to the transaction of sound business and inter 
fered with the steady influx of foreign capital so essentially 
needed for the opening out of the country Again a dis- 
ordered currencj system stood m the way of a greater 
development of banking For the first essential to a great 
extension of modem banking is a currency system which 
inspires the public with absolute confidence. It was further 
to be regretted that the currency system even at its best 
failed to provide the necessary degree of elasticity to suit 
the needs of commerce with the consequence that there was 
every year caused an extreme stringency m the money 
market restricting the movement of trade. The stringency 
was further accentuated by the divorce between currency 
and banking reserves and its annnal recurrence was an indi 
cation that the bankmg fadlite of the country • awe made> 

Hambro who in a separ 

SsaSSssMS® 2 

Sr ° mDg T 53 ° f must be added that the recur 

In conduaonhowever^t mu* ^ ^ ^ o((en 

rent < ^ 1 ™f^^«mtu ) geDcies beyond human control 
arose from unfOTeseen rat Government 

It is also gratifying t0 .T^ofof uncertainty of exchange 
has succeeded m endmg ^eiwown of the cnrrency system 
which ever since War ^ hanging over the 

during the and that tor the first 

head of the Indian . . Government has flow 

fame in In( ^ liabihty to maintain the 

token upon itself a drfnlte '"^, tj^ u no need to 

exchange at the legally adopted ratio 

g$?LZ.Z n -»w«. 


' * fTsrt>t*mber 193* ./ter »DOtbrr h»» tloce 

qtrite #o irwictWD^ ^ 



BASIC FACTORS OF PROGRESS 


45 

trace in detail the steps that have been taken to strengthen 
and to improve the banking position Nobody will deny that 
we have travelled far from the days of the Fowler Commission. 
From Presidency Banks and Reserve Treasuries to the forma- 
tion of the Impenal Bank, as a custodian of the Government 
balances and charged with the responsibility of providing 
banking facilities all over the country, was a big step forward 
This salutary and much-needed reform in our banking system, 
together with the adoption of other subsidiarj' measures 
directed towards the end of effecting a closer uippwchcmcni 
between the Treasur}-* and the money maiket has helped, 
as far as it is possible within the framework of our present 
monetary and banking sj'stem, to flatten out the violent 
seasonal fluctuations characteristic of our market rates of 
discount The establishment of a Central Bank is a con- 
summation that is now to be devoutly washed for Though 
there seems to haunt an imp of frustration m every project 
for the inauguration of a Central Bank for India, it is fer- 
vently to be hoped that this wall take a definite shape as 
the result of the labour of the Bankmg Commission which 
wall shortly conclude its deliberations 1 It almost goes 
without saying that such a Bank, when established, will not 
merely lend a strong and valuable support to the entire 


India with a certain degree of satisfaction Up to the end of 1929 the world 
“ behaved fairly well " The difficult times ahead it was scarcely yet 
possible to foresee “ Then, m two years, the United States and France 
increased their "gold holdmgs by 1,760 million dollars, while the world’s 
monetary gold store was increased by less than 900 million dollars ” 
Maintenance of requisite parity between domestic and international 
pricd^levels proved for the countries, which lost gold, an impossible task 
The inevitable thing happened The losing countries had to free them- 
selves from the yoke of the yellow metal 

1 The Banking Commission, which signed its report m June, 1931, 
recommended the creation " at the earliest possible date " of a Central 
Reserve Bank " as a matter of supreme importance from the pomt of view 
of the development of banking facilities in India, and of her economic 
advancement generally ” The vital and urgent need of such an institution 
" for maintenance unimpaired of the financial safeguards necessary to 
preserve India’s credit in the eyes of the world ” has of late been repeatedly 
emphasized during the successive sessions of the Indian Round Table 
Conference The Government of India have accordingly placed once again 
in the forefront of their policy the early establishment of a Reserve Bank 
for^the country Nevertheless, in the present world economic situation 
there remains a formidable stumbling-block m the way of any speedy 
realization of the aim 
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for 1116 °P eDul S °nf oi the country Again, a dj- 
ordered currency system stood in the way of a greater 
devehyment of banting For the first essential to a great 
extension of modem banking is a currency system which 
inspires the public with absolute confidence. It was further 
to. be regretted that the currency system even at its best 
failed to provide the necessary degree of elasticity to suit 
the needs of commerce with the consequence that there was 
every year caused an extreme stringency m the money 
market, restricting the movement of trade The stringency 
was further accentuated by the divorce between currency 
and banlang reserves, and its animal recurrence was an mdi 
cation that the banking facilities of the country were inade- 
quate to cope with the increasing volume of trade This 
point was especially emphasized by Hambro who in a separ 
ate note to the Report of the Fmler Commission 1 pointed out 
how banlang developments were tending to lag behind the 
growing needs of commerce 

In conclusion however it must be added that the recur 
rent currency troubles with which India was visited often 
arose from unforeseen contingencies beyond human control 
It is also gratifying to record that of late the Government 
has succeeded in ending the period of uncertainty of exchange 
which ever since the breakdown of the currency system 
during the abnormal days of the War was hanging over the 
head of the Indian commercial world and that for the first 
tune in India s financial history the Government has tlow 
taken upon itself a definite statutory liability to maintain the 
exchange at the legally adopted ratio.* There is no need to 
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trace in detail the steps that have been taken to strengthen 
and to improve the banking position Nobody will deny that 
we have travelled far from the days of the Fowlei Commission 
From Presidency Banks and Reserve Treasuries to the forma- 
tion of the Imperial Bank, as a custodian of the Government 
balances and charged with the responsibility of providing 
banking facilities all over the country, was a big step forward 
This salutary and much-needed reform in our banking system, 
together with the adoption of other subsidiary measures 
directed towards the end of effecting a closer lappiochcmcnt 
between the Treasury and the money market has helped, 
as far as it is possible within the framework of our present 
monetary and banking system, to flatten out the violent 
seasonal fluctuations characteristic of our market rates of 
discount The establishment of a Central Bank is a con- 
summation that is now to be devoutly wished for Though 
there seems to haunt an imp of fiustration in every project 
for the inauguration of a Central Bank for India, it is fer- 
vently to be hoped that this will take a definite shape as 
the result of the labour of the Banking Commission which 
will shortly conclude its deliberations 1 It almost goes 
without saying that such a Bank, when established, will not 
merely lend a strong and valuable support to the entire 


India with a certain degree of satisfaction Up to the end of 1929 the world 
" behaved fairly well " The difficult tunes ahead it was scarcely yet 
possible to foresee " Then, in two years, the United States and France 
increased their igold holdings by 1,760 million dollars, while the world’s 
monetary gold store was increased by less than 900 million dollars " 
Maintenance of requisite parity between domestic and international 
pnc^levels proved for the countries, which lost gold, an impossible task 
The inevitable thing happened The losing countries had to free them- 
selves from the yoke of the yellow metal 

1 The Banking Co mmis sion, which signed its report in June, 1931, 
recommended the creation " at the earliest possible date ” of a Central 
Reserve Bank “ as a matter of supreme importance from the point of view 
of the development of banking facilities m India, and of her economic 
advancement generally ” The vital and urgent need of such an institution 
“ for maintenance unimpaired of the financial safeguards necessary to 
preserve India’s credit m the eyes of the world ” has of late been repeatedly 
emphasized during the successive sessions of the Indian Round Table 
Conference The Government of India have accordingly placed once agam 
in the forefront of their policy the early establishment of a Reserve Bank 
for^the country Nevertheless, m the present world economic situation 
there remains a formidable stumbling-block m the way of any speedy 
realization of the aim. 
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structure of our banking system but wil] greatly augment 
the existing banking resources of India to the great benefit 
of both industry and commerce. It is naturaDy to be 
expected that simultaneously with the inauguration of the 
Central Bank the recommendations of the Hilton Young 
Commission about the reform of our monetary structure 
will be implemented and there will thus be removed a scry 
old and long felt want with the establishment of our currency 
system on a sound and lasting foundation. 1 

i With the international currency portion radially changed the pro- 
blem of the restoration of a acrond monetary tyi te m tn India wean now an 
entirely dlfierent aapcct. Present condition* demand a definite measure of 
co-open ties bctmcn the varirm* nation* In a wed-directed effort toward* 
finding a way cot of the prwent It f* *fncerdy to be hoped that 

the forthcoming World Ecccorcrfc Conference will not end It* deliberation* 
without moving a valuable contribution toward* the aohitioo of the 
problem. 



PART II 
A General View 

CHAPTER III 
Dn\ elopment or Trvde 
1870-1900 

I 

SCOPE OF THE CH \PTER 

In the previous chapter we presented a general picture of 
the background and outlined the broad general influences 
which were at the root of the striking commercial develop- 
ment m subsequent years It remains now to break up the 
history of this development into its sections, to go more into 
detail about the various causes which moulded its course at 
different penods and to follow its short period vicissitudes 

FIVE WELL-DEFINED PERIODS OF INDIA'S COMMERCIAL 

DEVELOPMENT 

The history of growth of India's external commerce from 
1870 naturally divides itself into five more or less well- 
defined periods The first of our penods from 1870 came to 
an end m the year 1893, though m a certain sense the whole 
x of the thirty years extending till the close of the century 
may be said to have compnsed a smgle penod The years 
between 1870 and 1900 had, however, an important cleavage 
in 1893, especially because the above-mentioned year wit- 
nessed a basic change m the currency system of the country 
We need not expatiate here on the need of an efficient mone- 
tary system as a valuable adjunct to trade and commerce 
History affords not a few mstances when monetary uncer- 
tainties or disturbances were fraught with grave consequences 
for a country’s economic progress On the other hand it IS 

47 
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not difficult to show how a sound and wdl-derased monetary 
system largely contributed towards the development of 
trade of a country It was therefore no surprise that the 
inauguration on an entirely tentative baas, ol a radical 
departure m the Indian currency policy in 1893 was 
associated in almost every mind with some sort of conse- 
quences on trade either for good or for evil In order to 
specifically investigate in a subsequent chapter the effects 
If any of the new currency measure, it is necessary that we 
must particularly concentrate our attention on the course of 
trade for some years following the innovation. With this 
object m view vre separate the last seven years of the century 
and group them into a distinct penod The first two periods 
were on the whole years of chequered commercial develop- 
ment when the promise which shone so radiantly in the 
beginning did not fully materialize on account of divers 
untoward circumstances. The third penod, which com- 
menced from the opening of the present century naturally 
stretched itself till the outbreak of the World War and was 
generally speaking a penod of unimpeded progress. The 
fourth covered the abnormal years of the War and its alter 
math With the reappearance of more normal conditions 
from the beginning of 1923 the trade of India entered upon 
rts fifth or present stage We shaB now proceed seriatim to 
analyze the growth of trade during each of the five periods 
in the light of special circumstances which affected them 


II 

1870-1893 

(Period of chequered development) 

Special Circumstances Affecting toe Covdittoas 0 
Tsape 

favooradle covdjtiovs 
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from the fact that it was dm mg those years that completion 
of through communications supplied the missing links on 
different railway lines The most distant interior was thus 
brought into unbroken railway communication with the 
seaboard The fact deserves a separate mention, for it 
must have had an especially stimulating influence on trade 
during the period as distinct from the general influence of 
the progressive increase of railway mileage which, as we saw, 
was a characteristic feature of the entire period of our 
history 

(2) Tauff Policy. 

The tariff policy of the Government during the period was 
also especialfy favourable for an unrestricted development 
of foreign trade It wall be remembered how events were 
moving steadily m the direction of removal of all artificial 
restrictions on trade some years before the commencement 
of our era Export duties on almost all articles continued, 
however, to be an integral feature of the tariff policy until 
the year 1867 It w'as m that year that the export duty 
schedule was curtailed from 97 items to 9 As the conse- 
quence of further reductions there existed between 1875 
and 1880 duties on three articles of export only In 1880 
the export duties may be said to have been totally abolished 
but for the retention, for financial reasons, of a small duty 
on rice The import duties, however, had to be enhanced 
for a time on account of financial exigencies immediately 
after the Mutiny But there was never absent from the 
mpd-tifthe Government the desire to reduce them and to go 
back to the old scale as soon as circumstances permitted 
Such relief was actually afforded first in 1862 when the 
duties on cotton piece-goods and yams were brought down 
to them former proportions and agam in 1864, when the 
general rate of duties was itself somewhat lowered In 
1875 a surplus budget rendered it possible to take the last 
step to bring the general scale of duties back to the level of 
pre-Mutmy days 

At this stage began a period of prolonged and unfortunate 
controversy over the abolition of cotton duties, the history 
E 
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of which we need not recount here. Suffice it to say that the 
retention by the Indian exchequer of any duties however 
small on the imports of cotton yams and fabrics was not 
quite palatable to the Lancashire cotton trade which cease- 
lessly agitated for their complete abandonment on the 
scarcely tenable ground that they operated as protective 
duties. The interested cry of Lancashire prevailed. On 
pretexts of rigid free-trade principles, there was forced 
upon India a wholly unnecessary sacrifice of revenue in 
the shape of total repeal of cotton duties at a time when 
her finances were m a most hopeless plight An import 
tariff with cotton duties left out was not however worth 
while The Government had therefore to abandon all other 
sources of trifling revenue. The country was thus virtually 
withoat any tariff from 1882 to 1894. However deplorable 
its result may hare been from certain points of new no 
candid student of history would ever deny that It undoubt 
edlv added a new fillip to the expansion of India s lorergn 
trade. It is however quite impossible to estimate the 
precise degree of influence which ° 

trade may have exerted on its growth. Ci rcumstan ces at 
the tune were favourable In so many o her respects that 
whatever the fiscal policy prosperity would m any case have 
followed On the other hand it is equally safe to assert 
thlt among the several factors which had fostered trade 
rtn^Twenod, the absence of customs barriers in genera) 

SeS^mofthenn^undpo^of^ortdu.res 
m particular occupied no insignificant place 
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situation became still furthei aggravated by the policies of 
several European countries which started subsidized steam- 
ship lines of their own 1 The diop in ocean freights during 
the eighteen-eighties v f as very heavy indeed Compare, 
for instance, the shipping rates (set out m Table I of the 
Appendix) fiom Calcutta to London on two of the important 
staples of our export as the}- varied from year to yeai, 
throughout the entire penod under review 

Comment is probabty superfluous to convince anyone 
that such enormous reductions in costs of transport must 
have acted as a potent factor in stimulating trade 

ADVERSE TACTORS 

We must now set against the above the counteracting 
causes which prevented trade from reaching the fullest limit 
of expansion of which it v'as capable 

(1) Seen city and famine at home and comma cial depicssion 
outside 

The economic structure of India almost wholly rests on 
the foundation of agriculture which, v r e all know, depends on 
diverse elemental forces beyond human control A student 
of Indian agricultural history is indeed struck by the fre- 
quency of crises arising m the country from failure or 
untimely arrival of the monsoons or their uneven distribu- 
tion It almost appears that there is a sort of periodicity 
according co which such crises recur It is no doubt true 
ibwi a mishap of this kind no longer means the same orgies 
y'oi starvation and death as it did even m the near past 
But it must be remembered that its one inevitable effect is 
always to dislocate the external trade of the country and 
to reduce its volume, though exports and imports of certain 
particular items may be encouraged by the very conditions 
which disturb trade m general It is of course quite obvious 

1 " France started this elaborate bounty system in 1881 and was 
followed m 1885 by Germany, Italy, Austria, Hungary, Japan, Russia, 
Denmark, Spam, Belgium and the United States, all of whom adopted 
some forms of state encouragement to national mercantile marine ” 
(Knowles, Industrial and Commercial Revolution during the Nineteenth 
Century, p 305 ) 
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of which we n«d not recount here. Suffice it to say that the 
retention by the Indian exchequer of any duties however 
small on the imports of cotton yams and fabrics was not 
quite palatable to the Lancashire cotton trade which cease- 
lessJy agitated for their complete abandonment on the 
scarcely tenable ground that they operated as protective 
duties. The interested cry of Lancashire prevailed. On 
pretexts of rigid free-trade pnnaples there was forced 
upon India a wholly unnecessary sacrifice of revenue in 
the shape of total repeal of cottcm duties at a time when 
her finances were m a most hopeless plight. An import 
tariff with cotton duties left out was not however worth 
while The Government had therefore to abandon ad other 
sources of trifling revenue. The country was thus virtually 
without any tanfi from x88a to 1894. However deplorable 
its result may have been from certain points ol view no 
candid student of history would ever deny that it undoubt 
edly added a new fillip to the expansion of India s foreign 
trade It is however quite impossible to estimate the 
precise degree of mfluenoe which this exceptional freedom of 
trade may have exerted on its growth Circumstances at 
the time were favourable in so many other respects that 
whatever the fiscal policy prosperity would in any case have 
followed. On the other hand it 15 equally safe to assert 
that among the several factors which had fostered trade 
during the period the absence of customs barriers in general 
and the discontinuance of the unsound pohey of jxport duties 
m particular occupied no i n sig n ificant place. 



(3) Reduction of ocean fmgiU 
Our attention is next drawn to another important /actor 
which considerably assisted the growth of trade during the 
penod. On account of a number of important causes the 
rates of shipping freights from about the begumlng of the 
seventies were steadily on the decline There was boenJ 
speaking an excessive supply of the effects e tonnage of the 
world brought about by increasing use of ^cmuhij* 
abbreviation of voynge through the Suer Cnncl n»d 
tmuous scrapping of inefficient ships from i*X> 
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situation became still furthei aggravated by the policies of 
several European countries which started subsidized steam- 
ship lines of their own 1 The drop m ocean freights during 
the eighteen-eighties was very heavy indeed Compare, 
for instance, the slnpping rates (set out in Table I of the 
Appendix) from Calcutta to London on two of the important 
staples of our export as they varied from year to year, 
throughout the entire period under review 
Comment is probably superfluous to convince anyone 
that such enormous reductions m costs of transport must 
have acted as a potent factor m stimulating trade 


ADVERSE FACTORS 

We must now set against the above the counteracting 
causes which prevented trade from reaching the fullest limit 
of expansion of which it was capable 


(1) Scarcity and famine at home and commeicial depression 
outside 


The economic structure of India almost wholly rests on 
the foundation of agriculture which, we all know, depends on 
diverse elemental forces beyond human control A student 
of Indian agricultural history is indeed struck by the fre- 
quency of crises arising m the country from failure or 
untimely arrival of the monsoons or them uneven distribu- 
tion It almost appears that there is a sort of periodicity 
according 'to which such cnses recur It is no doubt true 
jT>A<Fmishap of this kind no longer means the same orgies 
of starvation and death as it did even m the near past 
But it must be remembered that its one inevitable effect is 
always to dislocate the external trade of the country and 
to reduce its volume, though exports and imports of certain 
particular items may be encouraged by the very conditions 
which disturb trade m general It is of course quite obvious 


* ' France started this elaborate bounty system in 1881 and was 
followed m 1885 by Germany, Italy, Austria, Hungary, lapan Russ, a 
Denmark, Spam, Belgium and the United States, <01 of whom 'adopted 
some forms of state encouragement to national mercantile marine P ” 

Commercial Revolution during the Nineteenth 
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that the export trade, which as is only natural, closely 
mirrors the preponderant agricultural economy of the 
nation will directly vary as annual meteorological conditions 
Indirectly however the Imports are almost equally affected. 
Any adverse venation in agricultural prospects almost at 
once affects in an unfavourable manner the amount of 
eammgs available far the purchase of imports fcom the 
vast majority of consuming population obviously because 
most of them must m the circumstances experience a sudden 
and actual loss of mcome and the few who do not, have, at 
any rate to spend more on such vital necessanes of life as 
foodstuffs etc. It is therefore an indispensable prelude 
to a proper study of the development of our foreign trade 
that we should give a brief account of the general character 
of the seasons during the penoA 
The period with which we are now concerned was espea 
ally marked by some years of scarcity and one of the severest 
famines on record. It was during 1877-78 and 1878-79 that 
a succession of years of bad harvests at last culminated in a 
severe and widespread famine Simultaneously the general 
depression of trade from which the world was suffering more 
or less since the crisis of 1873 became rather intensified The 
slump which followed 1873 was severe and unprecedented 
indeed and it pervaded almost every branch of business. It 
came as an inevitable reaction against four years of pro- 
gressive bnt extravagant economic activities which went 
before, not merely in the U S.A. where the crisis first broke 
out but in almost every other aviliied country N rndia no 
doubt had her own share of a depression which bad'almcA 
an international spread. Thus worldwide slump combined 
with famine at home to upset trade and commerce and 
naturally the untoward circumstances kit their marie on the 
course oi Indian foreign trade The effects were nol 
however visible in the first year of famine 1677 7S on (he 
contrary the value of the year 5 trade surpassed all previous 
marks exceeding even the very much Inflated trade of 
1865-66 This was as the official reviewer poinlcd out the 
consequence of overtrading and reckless speculation II 
was m 1878-9 that trade was considerably restricted being 
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12*58% less than the previous year and 2*95% below the 
year immediately preceding that But even then, it is 
encouraging to note that it was well above the level of any 
other year excepting the years of cotton famine In the 
following year there was considerable but not complete 
recovery With two consecutive good harvests m 1879 and 
m 1880, and the gradual revival of trade from its long- 
continued depression smce 1879-80 onwards, conditions 
gradually returned to the normal During the following 
decade the seasons were on the whole favourable and there 
was no drought or distress on any extensive scale But 
the universal depression m trade which prevailed from 1884 
to 1886 agam disturbed progress In 1884-85 both imports 
and exports declined and m the following year trade mcreased 
only by a trifling fraction as compared with the previous 
year’s figures, but failed to recover the lost ground 

(2) Currency and Exchange troubles 

The outstanding economic event of the period which was 
not without a deep significance for India’s foreign trade was 
the rupture of India’s par of exchange, as of every other 
country on silver basis, with the gold standard countries 
of the world 

We propose, however, to relegate a full discussion of this 
pomt to a subsequent chapter, which we have exclusively 
devoted to an examination of the influences of currency 
changes on the fortunes of Indian trade Suffice it here to 
say that a continual see-saw of exchange movements, as 
was caused during the period owing to the break off of the 
long-standing relationship between gold and silver, had 
undoubtedly a deterrent influence on the progress of com- 
merce 


COURSE OF TRADE 

A reference to the table on page 54 would show that not- 
withstanding years of occasional setback which, we know, 
occurred during the period under review, there was on the 
whole an unmistakable record of progress 

From an annual average of 991 44 millions of rupees 
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during the quinquennium wlucli ended in 1873-74, the 
aggregate value of the total trade of India all told went up 
to Rs 1,973*63 million in the last quinquennium under 
review That is to say, within the brief space of a little 
more than a score of years, the total value of trade almost 
doubled itself During the same period India’s total 
population increased at an annual average rate of not more 
than about 1% between the first census of 1S71 and the next 
and at a slightly higher rate from that date till the following 
census of 1891 The first two censuses but particularly the 
former are too defective to serve any useful purposes of 
comparison But taking them for what they are worth, we 
find that after allowance for the expansion of trade which 
should have normally occurred on account of the growth of 
population, the net annual increase of trade works itself out 
on an average at 4^% and slightly more than 3% roughly 
during the two successive decades from 1871 

Progress, it will be seen, was by no means uniform 
During the first five years of our period (1S69-70 to 1873-74), 
the average trade actually receded from that of the 
previous quinquennium But the decline was chiefly the 
consequence of variations in trade m treasure If we leave 
them out and compare trade in merchandise only, we find 
that the total value of trade really increased by just 
less than 2% It is also worth remembering that the total 
value of exports during the second penod was m an appreci- 
able manner affected by the rapid decline m the price of 
raw cotton which naturally began with the end of the 
American cotton famine The two following periods saw 
an accelerated pace of progress at the rate of 12 32% and 
27 72% respectively, as compared with each preceding 
penod The rate of advance then somewhat slowed down 
and fell to 16 30% during the succeeding five-year penod, 
but went up agam to 19 32% during the qumquenmum 
which followed 

If we now analyse and compare imports and exports 
separately, we notice that, whether it is the merchandise 
trade only which we consider or the entire trade including 
treasure, or agam whether we take into account government 
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transactions or leave them out m every case both imports 
and exports show a record of unbroken advance The 
import trade however advanced even more quickly than 
the export trade the former expanding by a little more than 
114% as against nearly 88% of the latter The growth 
of the imports during each of the successive quwquenniiims 
beginning from 1868-70 was 1676 28 19 21 55 and 18 05 
respectively The corresponding figures for exports were 
9 15 *7 36 12-27 20*04 from which it may be observed 
that imports went ahead of exports in each of the above- 
named periods except in the lash 
We have in the above paragraphs measured the progress 
of trade in terms of values but we must not forget that they 
are often more Influenced by fluctuations in price than b) 
actual changes in the volume of trade. It may therefore 
be worth while to take a further index to the growth of trade 
and for this purpose compare the following figures of total 
tonnage of shipping which entered to and cleared from 
Indian ports with cargoes 


TABLE* 


Total Axkual Avmagk. 


( Jnn $ utn*twm 

Tennogt 

Inert * m or Dm 

1869-70 1873 74 

3>3 54* 


*874 73 to 1878-79 

4,383 107 

+ *» 4 

1879-80 to 1883-84 


+ 33 

18&4-S3 to 1B88-89 

6,203,370 

+ 7* s 

1889-90 to 1893-M 

8898 33° 

+ 


The expansion in the volume of trade during the last two 
periods would appear to be entirely in keeping with the 
growth of values From 18S.4-S5 however the progress 
it is evident was more in value than in quantity and it 
was to be explained by rapidly rising prices which os we 
shall subsequently see set in from about that time 

> Compart bum ■I”'* 1 SUImwh «f <*» Trtir '**/*'“ •> 
BrltUi /Hilo «/l* Fosora Covntnit 
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III 

Second Period 
1894-1900 

(period of stagnation) 

The closing years of the last century were years of disquiet 
and distress for India Trade durmg the period was gener- 
ally stagnant, and its course was often disfigured by years of 
retrogression The Table on page 58 would give a general 
view of the trade during the period 

We referred to heavy reduction in oceanic freights and 
the prevalence of what was an almost ideal condition of 
freedom of trade as two important factors calculated to 
foster the development of trade during the previous period 
The depressed conditions of freights, as may be seen from 
Table I of the Appendix, continued throughout the ’nineties 
in a still more accentuated form till at last the cut-throat 
competition was brought to an end by mutual agreements 
and combinations 

Circumstances m some other respects, too, were not 
altogether unfavourable for an unfettered development of 
trade during this period Import duties were no doubt 
reimposed from March, 1894 , for the failure of the opium 
revenue, the enlarged military expenses on the North West 
Frontier Province and m connection with the occupation of 
Burma and, last but not least, the crushing burden of a 
falling rupee, had all conspired to bring about several years 
of budgetary disequilibrium and acute financial embarrass- 
ment Nevertheless, duties were fixed on a low scale at 
the rate of 5% generally so as not to interfere m any way 
with the progress of trade The consideration was so 
paramount m the minds of the authorities that wherever 
there was any reason to think that even the low 5% duty 
might retard the development of the country, such goods were 
either, as m the case of railway materials and machinery 
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admitted free, or charged, as on iron and steel, specially low 
rates Except as to uncertainties about cotton duties which, 
as we shall presently see, created some temporary disturb- 
ances, the change m tariffs can hardly be supposed to have 
had any perceptible effect on the general course of trade 
But there was no dearth of adverse circumstances to set 
back the clock of progress 

In the beginning our foreign trade was hampered by the 
existence of general trade depression m Europe and the 
sequence of banking collapses in the United States and 
Australia Although the depression which followed the 
crisis of 1893 was not comparable with that which was felt 
after 1873, either m its mtensity or m its continuance, yet 
it was severe enough to seriously cut down m every country 
the normal course of production and exchange Secondly, 
m the Far East there was the war between Chma and Japan 
to disturb the peaceful operation of our trade, and it is 
probably unnecessary to remind our readers of the great 
importance of our commercial transactions with those 
countries Finally, there was the tormentful effect of 
capricious exchange movements, of which by and by we 
shall have to hear more 

Towards 1895-96 prospects considerably brightened “ In 
England there was some revival of busmess after a period 
of depression , the termination of the war between Chma 
and Japan at the beginning of the year was the signal for 
the energetic resumption of commercial enterprise m those 
countries, the Umted States and the Australian colonies 
emerged from the depression which had hung over them for 
two or three years, exchange was fairly steady , most of the 
Indian manufacturing industries were m a flourishing con- 
dition, the paper mills alone lying under a temporary 
depression , Indian agriculture was on the whole not 
unsuccessful, though there were exceptions m Northern 
India m respect of some important staples which were injured 
by a somewhat scanty S W monsoon and its early termina- 
tion ” But there was again " one special incident to 
seriously interrupt the course of trade ” " That incident, 
which was perhaps the principal feature of the year, was the 
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agitation which was continued from the preceding year 
on the subject of the import duty on cotton yarns and 
fabrics In 1894 the agitation was earned cm* m India 
against the exclusion of these articles from the unport tariff 
schedules when most other imported articles were subject 
to duty This agitation subsided on the inclusion of these 
articles in the tariff in December 1894 though some dis- 
content was caused by the imposition of a countervailing 
excise on yarns made m the Indian mips of counts above 
no 20 But the agitation was forthwith transferred to 
Lancashire and continued throughout the year subsiding 
only when the Government in February 1896 modified the 
tariff by the entire exemption of yarns (the rate of duty on 
dyed yams having previously shortly alter the beginning 
of the year been reduced to one-half per cent) and the 
reduction of the rate of duty on all other cotton manufac 
turns from 5% to z\% valorem 1 The fiscal unsettle- 
ment existing during the greater part of the year naturally 
restricted importation of cotton goods more because the 
market was already overstocked on account of previous years 
of excessive supply which again was brought about by fiscal 
uncertainty though of an opposite character So it was 
that in sprte of so many favourable circumstances total 
imports in 1895-96 actually declined primarily on account 
of shrinkage of cotton imports. Unfortunately however 
still darker days were yet to come. 

The long spell of fairly satisfactory seasonal conditions 
since 1880 came to an end in the middle of the year 1896-97 
The abrupt end of the monsoon a month earlier than usual 
brought the country dangerously near famine conditions 
When however it was followed by the failure of winter 
ndns as well the Hi-omened shadow of a dire famine was cart 
upon vast areas. Cotton oil-seeds nee except in Burma 
and wheat all were much below the average and the txcr^*- 
ivdv high range of prices of food grains practical!} put an 
cad to the export o! wheat whde the exportable rj* ot 
Burma wa» largely diverted to India. But rols/oftun 

J Btritw c>f TrUt fo* l*dt* **>3-9^ p? 
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had never come singly Simultaneously there broke out m 
Bombay bubonic plague m its most virulent form, and soon 
spread to Karachi and other places m the Bombay Presi- 
dency and m Smd The widespread disorganization of 
trade which occurred when the pestilence was at its height 
beggared all description The intricate machinery of busi- 
ness with its long chain of apparently separate, yet essentially 
interdependent, operations was violently thrown out of gear 
Importers who ran away for then* lives from the affected 
ports countermanded old orders as far as possible. The 
warehouses and docksheds were packed with undelivered 
goods which the consignees left to take care of themselves 
The quarantine regulations and detention camps which had 
to be extended all over the country greatly hampered the 
collection and distribution of commodities and thus affected 
both exports and imports The adoption of quarantine 
against Indian goods in other countries dealt another blow 
to our export trade A devastating earthquake along the 
eastern side and rather extensive military operations necessi- 
tated by the outbreak of hostilities with the tribes on the 
north-western frontier still further comphcated the situation 
Then began, as the consequence of the abovementioned 
disturbing circumstances and also of other factors, which 
we shall have occasion hereafter to discuss, 1 a period of acute 
monetary stringency For, huge governmental expenses on 
war and famine relief and suspension of payment of revenue 
necessitated by the latter circumstance resulted in the with- 
drawal of large sums from commercial centres and their 
retention, much longer than usual, in the interior The 
depletion of treasuries consequent on such abnormal expend- 
iture did m its turn force the Government to suspend during 
the three months from October to December of 1898 the 
usual sale of Council bills m England by means of which, as is 
well known, the Secretary of State was provided with funds 
on account of “ Home Charges ” The consequence natur- 
ally was that the Indian money market was deprived of its 
accustomed supply of money which always followed the 
redemption of such bills m India Even suspension of 

1 Infra, pp 203-4 
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Councils had not sufficed to end the financial embarrassment 
During the above three months the Secretary of State bad 
actually to remit in aid of the Indian Government storing 
bills bought by him in England with the resnlt that there 
waa withdrawn from the already harassed local markets a 
sum of ioo lakhs of rupees* which served still further to 
accentuate the scarcity of loanable funds. There was more- 
over, a general loci np of capital among ail classes of people 
consequent on distrust and disorganization created by the 
havocs of famine and epidemic. The stringency began with 
the outbreak of famine m the autumn of 1896 and the Bani 
of Bengal was to give the first warning when ft rushed up its 
rate from 4% on 17th September to 8 % on 33rd November 
The stringency gained in intensity with the lapse of tune and 
lasted until the busy season of 1898-99 At the height of 
the stringency the rates soared up as high as 12% and 13% 
and sometimes accommodation was unobtainable on an) 
terms whatsoever * It is entirely unnecessary to dilate on 
the very severe strain and adverse influence which such 
money market conditions perforce exercised on trade in 
general and export trade in particular 
When we remember all the facts described above wc 
should not at all be surprised that in 1896*97 exports actuall) 
decreased from Rs 1185 94 million to Rs 1089-21 million 
Our surprise really should be that they did not actaally 
decrease even more. In the first year the adverse effect on 
imports was not however perceptible for a very active 
trade was earned on in the former half of the year when the 
dark clouds had not yet appeared in the sky But cue can 
easily read the woeful story in the figures of 1897-9S and 
1898-99 After the spring harvest of 1898 some relief was 
brought to the country though the restoration to normal 


1 I idi RiPOTt of tim Jfe*d Cotcramtoorr of 
SccrcW to tS Government ol Indian Ftoinc* Commmr W 
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conditions was by no means rapid and complete This 
partial recovery at once expressed itself m mcreased exports 
m 1898-99 , but the latter half of 1899-00 proved to be a 
mere replica of 1896-97 marked by all the concomitant 
disturbances and distresses of drought, pestilence, and dis- 
organized money market Nevertheless, on the whole our 
trade stood the trial well and it was a clear demonstration of 
its remarkable vitality that m 1899-00 trade did not, after 
all, compare so unfavourably with the figures of the preceding 
year 


CONCLUSION 

If now at the end of our review of the Indian trade durmg 
the last thirty years of the past century we glance backwards, 
we have on the whole reasons to be satisfied with an evolution 
which, though impeded by not a few adverse circumstances, 
was yet " comprehensive and, by comparison with the past, 
of enormous dimensions ” But, as O’Conor aptly remarked, 
“ We should however be deceiving ourselves if we adopted 
that past as our standard of comparison ” x We must, as he 
further added, estimate her progress by reference to con- 
ditions m other parts of the civilized world We therefore 
give on pages 64 and 65 a comparative table from which we 
can gauge the relative progress of the trade of India as 
compared with the trade of the most important countries of 
the world 

We have on the whole reasons to be satisfied with the 
results of our comparison From 1873 to 1883 the progress 
of Indian commerce simply cast mto shade the record of 
trade development of any other country In 1890 and m 
1900 the growth m the rupee value of trade was no doubt 
considerable, but it failed to materialize itself m terms of 
pounds sterling Nevertheless, between 1873 and 1900, the 
first and the last year of our table, the increase m the value 
of Indian trade, even when measured m terms of sterlmg, 
was inferior only to that of the United States of America 

" At the same time when the figures of the trade of the 
different countries are brought together in this way, the small 
1 / R S 1 , \ol 52, No 2691, p 032 
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Councils had not sufficed to end the financial embarrassment 
During the above three months the Secretary of State had 
actually to remit m aid of the Indian Government sterling 
mils bought by him m England with the result that there 
was withdrawn from the already harassed local markets a 
sum of too lakhs of rupees 1 which served still further to 
accentuate the scarcity of loanable funds There was more- 
over a general lock up of capital among all classes of people 
consequent on distrust and disorganization created by the 
havocs of famine and epidemic. The stringency began with 
the outbreak of famine m the autumn of 1896 and the Bank 
of Bengal was to give the first warning when it rushed up its 
rate from 4% on 17th September to 8% on 23rd November 
The stringency gained in intensity with the lapse of time and 
lasted until the busy season of 1898-99 At the height of 
the stringency the rates soared up as high as 12% and 13% 
and sometimes accommodation was unobtainable on any 
terms whatsoever * It is entirely unnecessary to dilate on 
the very severe stram and adverse influence which such 
money market conditions perforce exercised on trade in 
general and export trade in particular 
When we remember all the facts described abme we 
should not at all be surprised that m 1S96-97 exports actual}) 
decreased from Rs. 1185 94 million to Rs 10S9 21 million. 
Our surprise really should be that they did not actuall) 
decrease even more. In the first year the adverse effect on 
imports was not however perceptible for a very active 
trade was earned on in the former half of the year when the 
dark clouds had not yet appeared in the sky But one can 
easily read the woeful story’ in the figures of 1897-93 and 
1898-99. After the spring harvest of 1898 some relief was 
brought to the country though the restoration to normal 

1 I iit Report of the Head Comtru«u»« of Paper Cormwrr 
Secretary to the Government of Indian Firuoce *od Oxatarrre 
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conditions was by no means rapid and complete This 
partial recovery at once expressed itself m increased exports 
m 1898-99 , but the latter half of 1899-00 proved to be a 
mere replica of 1896-97 marked by all the concomitant 
disturbances and distresses of drought, pestilence, and dis- 
organized money market Nevertheless, on the whole our 
trade stood the trial well and it was a clear demonstration of 
its remarkable vitality that m 1899-00 trade did not, after 
all, compare so unfavourably with the figures of the precedmg 
year 


CONCLUSION 

If now at the end of our review of the Indian trade during 
the last thirty years of the past century we glance backwards, 
we have on the whole reasons to be satisfied with an evolution 
which, though impeded by not a few adverse circumstances, 
was yet “ comprehensive and, by comparison with the past, 
of enormous dimensions ” But, as O’Conor aptly remarked, 
" We should however be deceiving ourselves if we adopted 
that past as our standard of comparison ” r We must, as he 
further added, estimate her progress by reference to con- 
ditions m other parts of the civilized world We therefore 
give on pages 64 and 65 a comparative table from which we 
can gauge the relative progress of the trade of India as 
compared with the trade of the most important countries of 
the world 

We have on the whole reasons to be satisfied with the 
results of our comparison From 1873 to 1883 the progress 
of Indian commerce simply cast mto shade the record of 
trade development of any other country In 1890 and m 
1900 the growth m the rupee value of trade was no doubt 
considerable, but it failed to materialize itself m terms of 
pounds sterling Nevertheless, between 1873 and 1900, the 
first and the last year of our table, the mcrease m the value 
of Indian trade, even when measured m terms of sterling, 
was inferior only to that of the United States of America 

“ At the same time when the figures of the trade of the 
different countries are brought together m this way, the small 
1 J R S A , Vol 52, No 2691, p G52 
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Councils had not sufficed to end tie financial embarrassment, 
imnng the above three months the Secretary of State had 
actuaEy to remit in aid of the Indian Government sterling 
bills bought by him in England with the result that there 
was withdrawn from the already harassed local markets a 
sum of loo lakhs of rupees 1 which served still further to 
accentuate the scarcity of loanable funds. There was more- 
over a general lock up of capital among all classes of people 
consequent on distrust and disorganisation created by the 
havocs of famine and epidemic. The stringency began with 
the outbreak of famine in the autumn of 1896 and the Bank 
of Bengal was to give the first warning when it rushed up its 
rate from 4% on 17th September to 8% on 23rd November 
The stringency gamed in intensity with the lapse of time and 
lasted until the busy season of 1898-99 At the height of 
the stringency the rates soared up as high as 12% and 13% 
and sometimes accommodation was unobtainable on any 
terms whatsoever * It is entirely unnecessary to dilate on 
the very severe strain and adverse influence which such 
money market conditions perforce exercised on trade in 
general and export trade m particular 
When we remember all the facts described above wc 
should not at all be surprised that in 1896-97 exports actuallj 
decreased from Rs. 1185 94 million to Rs 1089*21 million 
Our surprise really should be that they did not actually 
decrease even more. In the first year the adverse effect on 
imports was not however perceptible tor a very active 
trade was carried on in the former half of the year when the 
dark clouds had not yet appeared in the sky But one can 
easily read the woeful story in the figures of 1897-98 and 
1898-99 After the spring harvest of 1S9S some relief was 
brought to the country though the restoration to normal 
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conditions was by no means rapid and complete This 
partial recovery at once expressed itself m increased exports 
m 1898-99 , but the latter half of 1899-00 proved to be a 
mere replica of 1896-97 marked by all the concomitant 
disturbances and distresses of drought, pestilence, and dis- 
organized money market Nevertheless, on the whole our 
trade stood the trial well and it was a clear demonstration of 
its remarkable vitality that in 1899-00 trade did not, after 
all, compare so unfavourably with the figures of the preceding 
year 


CONCLUSION 

If now at the end of our review of the Indian trade dm mg 
the last thirty years of the past century we glance backwards, 
we have on the whole reasons to be satisfied with an evolution 
which, though impeded by not a few adverse circumstances, 
was yet “ comprehensive and, by comparison with the past, 
of enormous dimensions ” But, as O’Conor aptly remarked, 
“ We should however be deceiving ourselves if we adopted 
that past as our standard of comparison ” 1 We must, as he 
further added, estimate her progress by reference to con- 
ditions in other parts of the civilized world We therefore 
give on pages 64 and 65 a comparative table from which we 
can gauge the relative progress of the trade of India as 
compared with the trade of the most important countries of 
the world 

We have on the whole reasons to be satisfied with the 
results of our comparison From 1873 to 1883 the progress 
of Indian commerce simply cast mto shade the record of 
trade development of any other country In 1890 and in 
1900 the growth m the rupee value of trade was no doubt 
considerable, but it failed to materialize itself m terms of 
pounds sterling Nevertheless, between 1873 and 1900, the 
first and the last year of our table, the mcrease m the value 
of Indian trade, even when measured m terms of sterling, 
was inferior only to that of the Umted States of America 

" At the same time when the figures of the trade of the 
different countries are brought together m this way, the small 
1 J RS A , Vol 52, No 2691, p. 652 
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extent of the foreign trade of Indfa relative to its population 
most strike the inquirer 1 0 Conor calculated that in 

1883-84 while the trade of India vras at the rate of about 
X2S per bead * the trade of the United King dom represented 
350s of France 168s. of Germany 145s of the U S.A. 105s. 
and of Italy 68s a head respectively * The corresponding 
figures of per capita trade for the year 1900 were Sjs say 
93. in the case of India, and 394s. 181s. an d raos. respectively 
in the cases of the United Kingdom France and the United 
States of America.* In other words the per capita trade 
of each of the above named countries except that of India 
exhibited distinct improvement between 1884 and 1900 
From the point of view of trade per head of population our 
commerce was then not merely trifling bnt even the fact of 
its progress which seemed so striking when we considered it 
absolutely was rather elusive. There are obvious dangers 
of drawing inferences from comparisons of per capita trade 
of countries of unequal sire and of widely different economic 
conditions Nevertheless the above fact clearly suggests 
that however satisfactory the absolute progress of our trade 
may have been from 1870 to 1900 there was still left much 
that was yet to be desired. 


1 RitjU* 0/ Trvh for l*dia l88s-Sj p 10 

* Th© a bore wu calculated on the basis of it * rupee the correct 
figare cc the t«U of the actual arertg* rata of exchange would t* 91 *. 
roughly 

* Rrvitw of Trait for India 1884-85 p. 10 „ , , 

« The figure* arc calculated from the »tatl*tleal data co mpiled fwn 
Statistical Abstracts for the United Kingdom Statistical Abstract* ^ 
to British India and Statistical Aba tracts for tbe principal and oilxr 
foreign countries. 



CHAPTER IV 


Development of Trade 
igoo — 1913 

(Period of unimpeded progress) 

WORLD-WIDE COMMERCIAL PROSPERITY DURING 1900-1913 

With the opening of the twentieth century there was 
ushered in an epoch of unprecedented and world-wide com- 
mercial prosperity The downward trend of international 
gold pnces with all its depressing effects on industry and 
commerce was arrested by the year 1896 Chiefly on account 
of an unprecedented increase m the output of gold there 
commenced smce then a period of rising prices which, not- 
withstanding some intervening years of depression following 
the booms of 1900 and of 1907, showed a steady upward 
movement The increased gold supply and its sequence, 
rising pnces, did not of themselves bring the prospenty, 
but the “ admittedly irrational stimulus ” which they pro- 
vided " fired imagination " and " promoted activity ” all 
the world over The rising tide of progress which thus set 
m was interrupted only for a bnef penod during the depres- 
sion of 1907-8, but was not checked , it continued till 1913- 
14, when, of course, the outbreak of the great European con- 
flict brought it to an abrupt end 

COMMERCIAL PROSPECTS IN INDIA 

The commercial prospect m India, however, was anything 
but cheerful, when the new century entered into the scene 
The sky was not yet free from the lowering clouds of famine 
with which the whole landscape was overshadowed towards 

67 



68 general view 

the end of the last century For the south west monsoon 
01 1900, thongh not altogether unsatisfactory when con- 
sidered as a whole fell below the level of expectation in 
Western India, The ravages of plagne were stfl] spreading 
their devastating havoc there and adding to the distress of 
the lamme-stncien people. The situation did not naturally 
permit either any large exportation of food grams and of 
cotton and oilseeds the staples of oor exports nor of any 
considerable importation of foreign goods on the part of a 
famished and suffering population. 

Conditions mother resperts too didnotseematallencour 
aging AH the important Industries of the land were 
generally speaking suffering from the ague of depression. 
The cotton industry for instance was doubly hit by high 
prices of cotton on the one hand and depressed yam marl ret 
on the other For the famine enhanced the price of the raw 
material at the same time that it impaired the purchasing 
power of the people while the collapse of the China market 
brought about by previous years of overtrading and by the 
outbreak of Chinese anti foreign disturbances culminating 
in the Boxer Rebellion of 1900 immeasurably accentuated 
the evils of the situation. The tea industry also mu faced 
with an acute crisis chiefly as the consequence of its too 
exclusive dependence on a single market The coffee 
indigo and sugar trades were all in bad ways on account of 
the combined effects of limited crops and of severe foreign 
competition. How could trade be expected to increase and 
prosper under such unfavourable conditions ? 


COUMERCIAI. PROGRESS BETWEEN Igor-S UVP ItjOy-S 

If the outlook was so discouraging in the beginning 
prosperity was not far behind. With the passing itraj ot 
the adverse seasons which afflicted the land during the closing 
years of the last century the gloom dispersed The year 
iqoo-or was only the last of 0 long cycle of lean years of 
stmmant trade. Even before the year was out the sunshine 
oTprospenty was risible breaking forth through the efoude 
Thermos during the winter of « goo were on the whole 
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quite favourable, and coming as they did m succession to a 
not altogether unsatisfactory autumnal monsoon, they made 
possible a remarkable, if not complete, recovery of trade 
during the second half of the year To such a large extent 
was this the case that the value of the total trade of the year 
did not, in fact, sink much below the level previously reached 
and was still larger than the trade of any other year save 
and except the two immediately preceding years. Com- 
pared with the previous year, the total fall m the value of 
merchandise transactions was only 2% On the import 
side of the account, the figure was actually m excess of that 
of any previous year Including Government transactions, 
even the total trade would indeed appear to be 7% m excess 
of the value of the precedmg year , but this should not again 
deceive us as to the real truth about the character of the 
year’s trade The year was at best a year of recuperation 
and not of progress Trade on Government accounts was 
largely swelled by a great increase in imports and exports of 
treasure which was wholly due to pure currency operations 
of the Government 1 

In the following year, thanks to a good season accompamed 
as it naturally was with good harvests and marked develop- 
ment of the purchasing power of the Indian masses, trade 
not merely returned to the normal but showed a large 
increase The increase m the value of the trade in 1901-2 
represented a still greater increase in its volume, “ smce 
prices ranged at a lower level m 1901 than m 1900 ” 2 Yet it 
was only the beginning There followed from that time 
onward a period of about six years of almost unbroken 
commercial progress, the most potent reason for which was 
the general character of the seasons The monsoons m these 
years were on the whole almost continuously helpful for 
ensuring the maintenance and mcrease of agricultural 

1 The actual circumstances were briefly the following Part of the new 
currency scheme was an offer on the part of the Government to give rupees 
m exchange for gold in India Advantage was largely taken of this offer 
and the result was an accumulation of gold in the Government Treasuries 
and a depletion of the stock of rupees The Government therefore decided 
to send the surplus gold to London and to buy there silver for the comage 
of the rupees Moral and Material Progress Report, 1900-01, p 179 
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prosperity which ms the bedrock of Indian trade. Farther 
the depression in the cotton industry was over as early 
as 1901-2 with the reversion of raw cotton to its normal 
prices following on larger crops and the revival of demand for 
yams after the end of a period of famine at home and political 
trouble in China, though occasional difficulties were not 
altogether unknown in one or two subsequent years Tho 
tea industry however was yet wallowing in the slough of 
depression and it was not till 1905-6 that it actually emerged 
out of it Clouds were also hanging about the cofiee indigo 
and sugar industries and their prospects really became more 
and more gloomy with the lapse of years Nevertheless 
any such unwholesome features were submerged m the 
general prosperity brought by the iavourable seasons. It 
must however be stated that m 1904 5 there was unfor 
tunately a large failure of wheat and oilseeds and of rice 
crops on account of adverse seasonal conditions and such 
conditions naturally afiected the trade unfavourably in tho 
following year But the continuity of the progress of trade 
was not broken since the remarkably successful jute crops 
and the increased exports of various other goods raw and 
manufactured more than offset the untoward dice Is la 
other respects Trade on the contrary received a further 
stimulus when the season of 1906-7 proved quite favourable 
and the year 1907-6 formed the crest of this long wave of 


progress 

The table on tho following page shows In a conspectus the 
progress of trade in terms of value from 1900-01 to 1907-6 
The continuous increase in the value of the trade throogh 
out the entire period m question is quite noticeable from 
it The diminution in imports ot merchandise In 1905-6 
was primarily attributable to the excessive s peculat ive 
importation of cottons and other goods In the preceding 
vear and its consequent reaction. It was only in 1905-0 
that we observe a setback the total trade haring fallen a 
trifle more than 1% below the 1004 3 (figure Bdldro 

however mean nay fafl-ofT in merchandise 
which on the contrary allowed a nse of 4 -a*, "J”” 
high figures of tho previous year imports haring Incren 
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by 6 6% and exports of Indian produce by 2 6% It mav 
ak° be noticed that though imports and exports of merchai- 
dise did not always move together yet m the long ran thev 
kept fairly even pace with each other The greater growth 
of exports during the first years was balanced by the more 
rapid advance of imports during the fast so that between 
1900-01 and 1907-5 imports of merchandise went np by 70% 
and exports of Indian produce at about the same rate 1 e° 
by 68% 


TEMPO RABY SETBACK IN 1908-9 

In 19Q&-9 a halt was called in this expansion by an linfor 
tunate concurrence of adverse factors within and without 
the country The exports of Indian merchandise declined 
by 13 6% and imports of merchandise by 6*6% os com- 
pared with the preceding year Total exports and total 
imports including treasure but excluding Government 
transactions were respectively 13*05% and 11-06% below 
corresponding figures of the previous year At the end of a 
fairly long penod of commercial activity the catastrophe 
came indeed with striking suddenness. The spring har 
vest of 1907 had been generally m different particularly in 
Northern India and when the failure of the south- west 
monsoon occurred famine conditions declared themsches 


over a large area. 1 The affected regions comprised an 
area of 133 000 sq miles with a population of ^9 mflbon 
souls. Over the whole country there was no staple crop 


but was seriously affected either through scanty or excessive 
rainfall. Agricultural prospects were to some extent 
improved by good rains in December and January' which 
saved part of the spring harvest of wheat and oilseed* in 
Northern India, but the fall was generally too late to remedy 
the restricted extent of the original sowings. '* The malig 
nant influence of such disastrous seasons was not however 
detectable m the trade figures of the same year partly 
because the abundant prosperity of the first half of the year 
ibscurcd the badness of the second half and partly because 
jy far the larger portion of exports of wheat cotton and oil 
l Rrrine r/ Tr* 4 i Jcr I*dt* Jgoj-* P * ' /tlJ 
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6 ^ich m tan occasioned m at 

duturimnc« m foreign countries and completely deranged 
the Far Eastern exchange India s trade with China 
already straggling hard through the quicksands of violent!* 
fluctuating exchanges almost foundered on the exchange 
d&dclt of 1908-9 During the crisis it was inadentally 
revealed that India like America was suffering though not 
to the same extent from the effects of overtrading which had 
tempted many petty merchants and small capitalists to 
increase the volume of then- business beyond prudential 
bounds * 


About the same time there was also precipitated m India 
an exchange crisis for a short period from September 1907 
to the end of December 1908 ‘ The widespread failure of 
harvests naturally led to a large reduction in export*. The 
imports however did not at all diminish in the same pro- 
portion.* The balance of trade from the autumn of 1907 
to the next autumn of 1908 that is, at the height of the 
disturbance was exceptionally adverse and coupled as it 
was with world wide monetary stringency the Indian 
exchange became very much depressed. The weakness 
became especially marked in November and the demand for 


' In fact gold imported into the 13 -S. A. m Jar greater than the 
amount Imported daring any other crisis In cmr history and afford* farther 
evidence of the abflitr of this coctntry to aecnre additional supplies of roW 
in an emergency This power will remain eo long as oar foreign trace ft 
made up principally cu imported luxuries and exported necessities ” 
Sprague ffyttory o/Crius unifr tk* National Dankinf Sytim p 

* f/ Trad* for India 1907-8 p l ..... 

* There is room foe difference of opinion a* to the period <nrr which the 
difficulties of 1907 and 1908 ahodd be regarded a* having extended The 
above is choaen as the period because It indnded all the spec hi measa rev 
i«Wi in 1907-8 for tnpporting exchange arising oat of the necessity Jot 
bo doing The exchange crisis may bo considered from some P*^ nt ^ 
view to have ended on 3 1 st August, 1 908 since no aPpUcatton wa treeura 
alter 13th August for the bfiis ou Loodao offered by the Govern tern 1 : et 
India, and sutwtantial tales of Council bffii *m made by th« 

of suite la September tooS VUt 

Mm, r«t4«ei o" Ce« Sta*i*rf Klim. ie!»nlilnl bT lIr l_ Abpblo 
Ttcryrvl Commission on Indian Finance and Cnnrocy I9«3 C A 

< U to’ be eirUiaeJ br tk. tenter toWtoittoo et It- 

betam. to Utipvw of Uta 

SJ^STt ^.er -US t— 

very cheap at the time. 
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gold for the purpose of exportation became insistent For a 
time the Government, unable to see its way clearly through 
the maze of a tangled affair which was quite novel to them and 
somewhat suspicious that gold might be used m connection 
with speculation in America, 1 hesitated to adopt the only 
right course, that is, to let out gold freely The exchange on 
Calcutta dropped on 23rd November as low as is 3~2d. 
The country was dangerously near a bi eakdown of its newly 
set up currency system and there was a general panic among 
business men The indecision, however, was momentary 
Immediately afterwards the Government adopted proper 
measures, and the crisis was averted. On account of the 
suspension of the sale of Council bills and declaration of the 
Government’s readiness to release gold freely, the exchange 
began to improve till on 7th December it reached is 3^d. m 
Calcutta None the less, the rate continued to be weak even 
during the subsequently ensuing busy season The bank 
rate, usually high at this time of the year, became particu- 
larly so, having reached 9% as against a usual 8% The 
nervous tension in the busmess world, especially acute 
during the past few months, did not, therefore, entirely dis- 
appear The Government no doubt had announced on the 
7th December their willingness to support exchange in the 
event of any serious weakness by unrestricted sale of Reverse 
Councils, but the pledge was not m any sense definite. For 
in the last analysis they reserved the discretion to act as 
circumstances at the moment dictated From March, 
however, the Government actually placed at the disposal of 
the market large offers of sterling drafts till the position of 
the exchange appeared sufficiently strong by the middle of 
the following September 

The year 1908-9 thus began under the shadow of a famine, 
deepened by a widely-spread commercial depression and all 
the disturbing influences of a financial crisis m America and 
an exchange crisis at home The commercial depression 
grew “ deeper m proportion as the forward busmess which 
was engaged in ran out or was found unrealizable ” while 

1 See evidence of Sir James Meston before Royal Commission on Indian 
Finance and Currency, 1913, 0 9086 
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the recovery from the shock which credit sustained in 
Europe and America was necessarily slow In India an 
inadequate and irregularly distributed rainfall during 1908 
put off still further the restoration of normal business from 
conditions of famine. The occurrence of other disturb- 
ances in England on the top of the commercial depression 
especially to mention the strike and lock-out in the cotton 
industry naturally contributed still further to reduce the 
activity of Indian trade. There was however some 
improvement towards the end of the year but it totally 
failed to impress itself upon the returns of the year s trade 
In view of such a combination of adverse influences the 
diminution in the value of trade to the small extent it actu 
oily occurred was one more proof of its remarkable vitality 


RECOVERY AND PROGRESS 

Towards the close of the year condition* of trade were 
quickly returning to the equilibrium. With the recrudes- 
cence of commercial activity throughout the world after a 
period of temporary depression which fortunately was of 
short duration m comparison with what followed the crisis 
of 1873 or 1893 India forged steadily onwards The year 
1909-10 marked the first definite stage of recover} and 
expansion and inaugurated a fresh period of stead} progress 
of trade characterized by a continuous increase of both 
imports and exports The actual figures were as wc guc 
below 
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In 1909-10 the out-tum of crops was remarkably satis- 
factory on account of an exceptional^ propitious monsoon, 
and as it happened to coincide with the failure of wheat m 
America, of cotton m Egypt and of oilseeds in Argentina, 
the exports of raw produce were naturally very brisk and they 
realized high prices The cxpoi ts of merchandise went up 
with a big stride by 23% in value The progress would 
have been even more striking but for the fact that all 
important manufacturing industries of our country were 
passing through most anxious times on account of unremun- 
erativeness of markets for such goods The failure of the 
import trade to recover full}' was chiefly due to two circum- 
stances Depression w as still lingering on in certain quarters 
and the stocks, especially of cottons, accumulated from a 
previous year of overtrading, acted as dead weights on the 
market The total trade, however, advanced by 15*1%, 
the decrease in imports having only partially offset the large 
increase in exports In 1910-11 the Indian trade was 
assisted not only by a successful season, but indirectly by a 
marked revival of trade m other countries and it reached a 
fresh milestone with a total volume represented by Rs 
3,905 million, surpassing m its rate of growth the increase of 
trade of any other principal country of the world That m 
its turn at once ceased to be the normal size and for the 
rest of the period, thanks especially to a succession of mon- 
soons on the whole quite good, the total figures easily exceeded 
the four-milliard mark and were about to reach five milliards 
m 1913-14 This mdeed was the case m spite of the exist- 
ence of some disturbmg and depressmg factors, both political 
and economic In 1911-12 and 1912-13 the untoward 
influences were mostly away from home, the more important 
among them bemg frequent outbreaks of industrial strife, 
sometimes of a very serious character, m European countries 
and the dullness of demand from the USA, chiefly on 
account of its slow recovery from the shock of the previous 
crisis There also supervened upon such troubles the 
disquieting effects of the outbreak of the Balkan War m 
1912-13 and the uncertainties of the American Presidential 
election in the same year In 1913-14 the outside disturbmg 
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influences were few but within the country the neld at 
crops was far from satisfactory on account of a very irregular 
moiuoon and as a matter of fact actual famine conditions 
established themselves m certain areas. Simultaneously 
there occurred in North Western India and in Bombay a 
banking crisis, when one Indian bank after another toppled 
down in quick succession causing a widespread panic all 
over the country and disturbing the regular channels of 
bnsinesa operations 1 On account of the breakdown of 
credit goods, it was reported, went very slowly into con 
sumption during the latter half of the year It Is therefore 
specially gratifying to note the sustained character of pro- 
gress all through the penod in spite of such occasional dis- 
turbing factors. 


TRUE KEAS URE OF PROGRESS 


Thus the first years of the present centuiy right up to the 
outbreak of the War were years of great development for 
the trade of India as of the rest of the world The setback 
towards the middle of the period was not in any way peculiar 
to India but was as we incidentally stated common to 
every other country It was an evidence of what we all 
know to be an almost inevitable though an unfortunate 
feature of modem economic evolution that progress always 
takes place m a senes of lurches forward and backward 
rather than at a smooth and regular pace. 

It Is however well worthy of remark that we have dealt 
wtth values only which do not necessarily show the volume 
of commodities moved. As we mentioned at the very outlet 
the penod which we are at present considering was one o( 
ruing prices the world over It is therefore especially 
necessary that we must check the figures of ariual values by 
means of index numbers in order to make a proper estimate 
of the tree measure of advance that trade recorded during 
the penod In the following table ore shown the declared 
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values of imports and exports and of total trade in mer- 
chandise as recalculated on the basis of prices prevailing in 
1900-01 1 

T\BLL 

(In laths of Rs ) 


! 

Year 

1 

1 Impcrtr. 0 ' 

Tnrrhanchv 

1 

1 xport<! of 
Indian produce 

Total 

IOOO-OI 

76.27 

j 5 , 01,16 

5 . 80,13 

1001-2 

! 81,52 

1 5 , 20.56 

2,11,08 

1902-3 

j ^7,05 

i J. 38. 5 3 

2,26,08 

1903-1 

! 02,53 

i 5. 80, 14 

2,72,67 

1004-5 

1 00,80 

| 5 .« 3.78 

2 . 83.58 

1005-6 

! 1.03,0s 

[ 1,60,10 

2.72,18 

1906-7 

00,02 

| 5 . 51.10 

2 . 53.12 

1907-S 

190S-9 I 

1.07,50 

5 . 18.15 

2.55.05 

1,21,26 

5 .23.06 

2,75.12 

1909-10 . : 

i.i3.5» 

5 . 72.01 

2,85.52 

IQlO-ll 

5.53.92 

2 00,76 

3.5 1.68 

1911-12 

5,17,72 

2,02,2} 

3.5 9.96 

1912-13 

5 . 32,50 

2,06,30 

3 . 38.10 

1913 -M 

5 . 50.35 

i 


3 . 16.97 


From the appended graphs, where, for convenience of 
comparison, we have plotted the figures m the above table 
along with the corresponding actual values recorded m the 
same years, it will be quite obvious that the curves as repre- 
sented by the two sets of values (whether of imports or of 
exports or of total trade), though they seldom coalesced, 
were nevertheless similar m direction and m pace Up to 
1905-6 both imports and exports expanded even more m 
volume than in value, and although m subsequent years the 
reverse was the case, yet as the diagrams would clearly show 
there was not the slightest doubt that they were still steadily 
and rapidly growing in dimensions So far as the extent of 
our total commercial transactions was concerned, we possess 
a further corroborative evidence m shipping statistics winch, 
as we elsewhere remarked, afford a useful if not a precise 
measure of the volume of trade A brief comparison of the 

1 The index numbers used are of 11 imported articles (unweighted) and 
of 28 exported articles (unweighted) as given m Summary Table I of Index 
Numbers of Indian Prices, 1861-1926, published by the Department of 
Commercial Intelligence and Statistics, India 
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following figures, representing the tonnage of entrances and 
clearances of vessels to and from Indian ports, either with 
llie actual values of trade or with our recalculated values, 
or better still, a mere glance at Graph No 3, where they 
have been all diagrammatized, would show a substantial 
degree of correspondence between them with regard to, their 
respective gradients and would further substantiate the 
accuracy of our general statement that the period covering 
the years from 1900 to 1913 was on the whole a period of 
remarkable expansion of our trade 

IONNAGE OF ENTRANCES AND CLEARANCES OF VESSELS TO 
AND FROM INDIAN PORTS 


Year 

Tonnage 

Year 

Tonnage 

Ynr 

Tonmge 

1900-01 

1901-2 

1902- 3 

1903 - 1 

7,321,460 

8,349,720 

9 . 359,989 

10,670,225 



190S-9 

1909- 10 

1910- 3 3 

191 1- 12 

1912 - 13 

1913- 1 1 

J 1 , 594.135 
12, 490.592 

12 754,91 4 
13 . 847.379 
14,663 1 82 

1 5 .° 37 > 0 7 ° 


PROPITIOUS CONDITIONS OF COMMERCIAL PROGRESS 

In our account we have, naturally enough, emphasized 
the succession of favourable monsoons, aptty described the 
"jugular vein'' of Indian trade, as the most impoitant 
cause of the progressive development of trade during the 
period Undoubted!)' Indian trade will always thrive or 
languish according to the character of the monsoon*:, but 
the prosperity of the period was no mere temporary outcome 
of a few good seasons Conditions m other respects, too, more 
or less assisted in their own v r ay this uninterrupted progress 
of trade. 

in the first place, the embarrassments of violent fluctua- 
tions of exchange which, to quote O’Conor, aggravated the 
c\ ds of a bad commercial ) ear and lessened the benefits of a 
good \ear, were happih things of the past 1 Sccondh , 
speaking of other favourable circumstances during the period, 

' Ch >p Mil fc’ a iu>5 t! ‘cu 1 ' ot tl * po rt 
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general view 


we cannot omit to mention that the fiscal policy still con- 
tinued to be directed on the strict free-trade principle towards 
the greatest possible freedom of trade and its unhampered 
development Between 1899 mid 1903 anti-bonnty duties 
were no doubt imposed on sugar to countervail the growing 
importation of such bounty fed sugar from continental 
countries. Though the avowed reason for the adoption of 
such a measure was in the particular case protection of the 
domestic industry from the impact of unfair competition 
yet it did not in the least signify any abandonment of the 
accepted free-trade principle. Even m the case in question 
the increased sugar duties did not m the least check the 
consumption of Imported foreign sugar them only effect 
was to change the sources of supply from the continental 
cotmtnesto Java and Mauritius In 1910 the customs duties 
on liquors tobacco silver and petroleum had to bo enhanced 
but the great mass of duties was retained absolutely without 
any change as they were in 1896 The first tun imports 
did not enter into the economy oi the nation in any appre- 
ciable extent and are consumed by classes on which enhance- 
ment of prices must in any case fall with little weight The 
effects of the slightly increased duty on petroleum were 


blurred by some exceptional conditions which prevailed for 
some years immediately after its imposition Onf> the 
duty on silver had an unfortunate effect on China trade 
already struggling against many odds. Dnnng the penod 
the question of Imperial Preference brought to the fore by 
the Tariff Reform movement in England also engaged the 
attention of India. Its adoption at the Imperial Confer- 
ence of 1903 on which India was not represented was the 
immediate cause of the question being referred in 1903 to 
the India Government for their consideration Vie idea 
did not find favour either with the people or the Government 
in India. In 1907 when the principle was reaffirmed bj the 
Colonial Conference of that >ear the Indian auth orities 

maintained the same attitnde To sum up there occurred 

nothing during the period to deflect the county 
orthodox free-trade pnnaple and hence from 
unrestrained expansion of foreign commercial inlercoo ry 
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Lastly, we must not forget to refer to the simultaneous 
existence of great prosperity in all other countries as a con- 
tributory cause which reacted on Indian trade and furthered 
its progress In fact, “ the unity of the world’s trade ” as 
was remarked in the official review for 1908-9, “ has never 
received a clearer demonstration than m the uniformity 
with which all countries felt simultaneously the impulse of 
enterprise and production which lasted for five years or more, 
and then the reaction that resulted from a general state of 
over extension.” To this we may add, as a further proof 
of tlus unity, the fact of subsequent revival of trade almost 
everywhere at about the same time, and its generally buoyant 
course till the outbreak of the War 

As we wnte the above lines, a question naturally arises m 
our mind Did India obtain her proper share of this growing 
prosperity of the world's trade ? In plain language, was the 
progress of Indian trade equal, or at least comparable, to 
the progress of trade in other countries ? Let us look at the 
figures in the table on pages 86 and 87 
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Any comment on these is superfluous. That in the 
world s race of progress Indian trade did not fall behind is 
only too evident from the foregoing table. The course of 
progress with regard to per capita trade will equally well 
bear out the same point It will be observed from the 
following table that the percentage growth of per head trade 
in the case of India was Inferior only to that of Japan Italy 
and China but superior to every other country’s. 

TABLE. 

Tsadk pis Hxad os Pominon 
(Rroita of Trtdi 1913 14 p. 35.) 



In this respect, therefore the years 1900-19^ marled a 
very welcome improvement on the prevrous period 18S3 1900 
when as may be within the recollection of the reader our 
trade per head actually suffered a decline The absolute 
increase of trade however whether considered by itself or 
calculated on the basts of per head of population was of 
courae relative to other countries vety smaD but on such 
points as this concerning the comparative msigiufiratwe of 
our foreign trade we have indeed very little to add to our 
observations which wc previously made In similar connrc- 
tions. 




CHAPTER V 


Development of Trade During the War 

(Penod of setback) 

GROWTH OF TRADE IN VALUE 

The swelling tide of progress since the beginning of the 
present century was, as we remarked in the previous section, 
suddenly stemmed by the cataclysm of the World War We 
can perceive clear and distinct marks of this arrested develop- 
ment from the recorded values of imports, exports and of 
total commerce summed up in the following table , it is not 
even necessary to allow for the effect of rising pnces winch 
greatly swelled the figures of value m order to bring out this 
primary fact 

TABLE 


(In lakhs of rupees ) 



Import 

(private) 

merchandise 

only 

I 

Total import, 
including 
treasure and 
Government 
transactions 

II 

Export 

(private) 

Indian 

merchandise 

oni> 

III 

Total export, 
including 
treasure and 
Government 
transactions 

IV 

Grand 

total 

II plus IV 

Pre-War aver- 
age (1909-10 
to 1913-4) 

1.45.85 

1,98,87 

2,19,50 

2,32,55 

4,3M2 

1913-4 

1.83,25 

2,34,75 

2,44,20 

2,56,09 

4,90,84 

1914-5 

1.37.93 

1,66,74 

U77,48 

1,87,46 

3,54,20 

1915-6 

1,31,99 

I,50.H 

1,92,56 

2,07,79 

3,57,90 

1916-7 

1,49,63 

1,98,70 

2,37.10 

2,53.79 

4,52,49 

19x7-8 

1,50,42 

2,16,12 

2,33,44 

2,52,45 

4,68,56 

1918-9 

1,69,03 

2,59,93 

2,39,32 

2,64,32 

5,24,25 

War average 

1,47,80 

2,15,97 

1,98,32 

2,33,13 

4,31,45 


From the above it is manifestly clear that our oversea 
trade lost during the War the position which it attained m 
previous years Take any War year you choose and com- 
pare the trade m that year with 1913-14 figures, you always 
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obserre a decline it does not matter whether you rounder 
imports or exports separately or together True in 1918-19 
though merchandise imports and exports fell short ot yet 
total imports and exports inclusive of treasure, exceeded 
the corresponding figures of 1913 14. We need not however, 
on that account modify in the least our genera] statement 
about the setback of trade during the War For in the first 
place it is on general grounds desirable to leave out from our 
calculation treasure especially during a period when spede 
movements were not free and so many other extraneous 
factors existed to complicate the situation Secondly while 
there were no imports or exports of precious metals on 
Government account m 1913 14 imports and exports of the 
same in rgrS-rg were largely governmental operations for 
purposes unconnected with trade. 

It may be reasonably argued that 19x3 14 was an excep- 
tionally prosperous year and no conclusion can property be 
reached from comparison merely with that year We ha' e 
therefore struck averages for the five pre-War and five War 
yearn respectively from which It will appear that the average 
annual value of the total volume ot trade during the second 
period was not only well below the level reached in 1913 14 
but stood almost exactly at the point which represented the 
average yearly value of trade dating the first The above 
was generally true not merely tn reference to the total value 
of trade but equally of the separate items constituting the 
total which showed alike 1/ not in equal proportions the 
adverse effects o! the War Speaking as we ought to do ot 
merchandise transactions only we notice that the average 
value for imports was only slightly in excess of the pre-ttar 
figure The exports ot Indian produce during the tUf 
were even more disappointing the average value In <«• 
case being even less than that of five pre-ttar years 


THE ACTUAL VOLUME Or TEA DC 
If we now allow for the effects of the apprecrafion of the 

rupee brought about by the War we shall more trot) vi-urhre 

tb^actna /setback winch trade suffered elution the 
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The following figures of the value of o\ ersca trade 111 mer- 
chandise, calculated by a rough and read)’' method on the 
basis of prices current in 1913-14, wall show to what serious 
extent the War re\ ersed the progress of our trade 

T\BLP 

(In lakhs of rupees ) 


\ rar 

Impo-t (orhitr), 
mfTchindi'e onK 

Import (private), 
Indian mrrclmndi.'.e 
onl) 

Total 


I, S 3. 25 

2. 1 1,20 

1, 27.<15 

1914-15' 

*. 37-3 

J ,01,85 

3.32,o8 

1915-16 

1 0 - 1.75 

1 ,S 6,«5 

2,91,70 

1916-17 

SS.02 

2,02,05 

2,90,07 

1917 -lS 

71.2S 

J.S6.75 

2 . 5 8 .03 

1918-19 

1 

6307 

1 , 59,55 

2,22,62 


The total volume of trade, it is clearly manifest from the 
above, shrank to half its former dimensions, exports of Indian 
merchandise declmed by 34%, and the retrogression, for 
special reasons of its own that we shall discuss later, was most 
pronounced in the import trade, which shrank to a third of its 
former volume Some have emphasized the favourable 
balance of trade, which India apparently had all through the 
War, as an evidence of the great prosperity of her commerce 
during the period 1 2 It passes our comprehension why a 
straightforward course, as we have chosen here, should be 
avoided, and shelter should be sought behind the blind alley 
of the balance of trade to prove the supposed prosperity 
which our trade enjoyed It is a pity that the hoary-headed 
mercantilists fallacy raises its head again and agam, however 

1 The 1914-15 figures, calculated item by item on the basis of 1913-14 
pnees, exactly represent what the values of the trade would have been, 
had paces remained where they were m 1913-14 The rest are calculated 
on the basis of official mdex numbers of 61 articles of import and 50 articles 
of export 

2 Many are indeed the waters, both official and non-official, who have 
expressed this opinion It is impossible to name them all See for instance 
Remew of Trade during the War penod for frequent expressions of this view 
Among non-official opinions we cite Mr Dalai, who in his Minority Report 
on Indian Exchange and Currency in 1919, p x, stnkes more or less the 
same note 
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frequently it may have been rapped in the past The retro- 

grade tendency of our commerce during the period of the 
War is true beyond any shadow of doubt and no amount of 
sophisticated arguments or statistical jugglery can disprove 
or conceal it ^ 


ADVERSE FEATURES OF COMMERCIAL DEVELOPMENT 


There are again others who seem to believe that the pro* 
gress of trade during the years before the outbreak of the 
War was far too rapid and, war or no war the flood tide 
would in any case have been followed by the ebb tide. It 
is true that a period of intense industrial and commercial 
activity has in tiie past invariably alternated with a more 
or less long-continued stage of depression and such phenomena 
tend to distribute themselves with a certain uniformity of 
interval At the same time however the fact is indisputable 
that the fluctuations do not occur with the regular sequence 
of a law Not unoften in the past the downturn in the 
industrial tide has appeared either before or long after what 
may have been ordinarily considered its due time of arrival. 
No one can therefore, forecast with any degree of accuracy 
the exact or even the approximate hour when the wheel 
begins to turn at the end of a period of prosperity and ctr 
tainly it is idle to argue that a period of halt and retro- 
cession was impending at about the time of the War simply 
because the years which went before were characterized 


great progress and buoyancy m industry and commerce. 

During the first four months of 1914 15 when the War 
bad not yet broken out the figures of Indian trade wtre n 
fact a little below normal and a simflar decline was per 
ceptiblc in the value of the trade of the United Kingdom 
also The fact was looked upon by the above-named w 
indication of the approach of the period of declining acm ) 
in trade It is vc hardly need point out too 
basis to afford any strong foundation for this sort of 
brious talk There is hardly any reason to suppow Mat in 
tide because it was no longer moving forward at the mom 
should have thereafter begun to recede On the eon O 
everything seemed to point to the oppodte conclusion 



DEVELOPMENT OF TRADE DURING THE WAR 93 

Europe and America manufacturing industries were making 
giant strides From the evidence of new projects already 
undertaken or in their stage of gestation there can hardly be 
any doubt that, so far as India was concerned, she would 
have been called upon to supply increasing quantities of raw 
materials and foodstuffs to feed the machines and the 
industrial population of Europe and America With large 
improvements already accomphshed by the Government in 
the sphere of agriculture, m pursuance of its new agricultural 
pohcy adopted smce the opening of the present century, 
and with still further improvements which would have 
followed as a matter of course, India, it is only reasonable to 
infer, would have found it within her means to respond 
adequately to the demand and to obtain her legitimate share 
of the world’s trade 

It is true that the character of the monsoons during 
the War years was not always satisfactory, and quite 
often good seasons alternated with bad ones But taking 
one year with another we cannot say that they were 
on the whole not favourable for the contmuance of agri- 
cultural prosperity Thus trade during the four pre-War 
months was quite buoyant, even though a little below the 
previous year’s mark, notwithstanding a partial failure of 
winter rams in the United Provinces and such other adverse 
factors as “ contmuance of bank failures m Northern and 
Western India and a glut of piece-goods, circumstances 
which were largely a legacy from the previous year ” Smce 
the subsequent south-west monsoon was quite satisfactory, 
it is incontrovertible that it was the outbreak of the War 
which frustrated the almost certain prospect of what was 
gomg to be a year of still more prosperous trade Although 
in 1915-16 rainfalls were excessive, sometimes with disas- ( 
trous effects, m Assam and m certain areas m Bengal and the 
U P , and deficient on the other hand m the western parts, 
yet timely rams during the months of September and 
October not only saved the situation but improved it very 
much for the better If again an insufficient rainfall m the 
following winter made the prospects of trade somewhat 
gloomy, the following monsoon was an ideal one from every 
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frequently it may have been rapped in the past The retro- 
grade tendency of our commerce during the period of the 
War is true beyond any shadow of doubt and no amount of 
sophisticated arguments or statistical juggioy ca p disprove 
or conceal it 


ADVERSE FEATURES OF COMMERCIAL DEVELOPMENT 
There axe again others who seem to beheve that the pro- 
gress of trade daring the years before the on threat of the 
War was far too rapid and, war or no war the flood tide 
would in any case have been followed by the ebb ride. It 
is true that a penod of intense industrial and commercial 
activity has in the past invariably alternated with a more 
or less long-continued stage of depression and such phenomena 
tend to distribute themselves with a certain uniformity of 
interval. At the same time however the fact is indisputable 
that the fluctuations do not occur with the regular sequence 
of a law Not unoften in the past the downturn In the 
industrial tide has appeared either before or long after what 
may have been ordinarily considered its due time of amvai 
No one can, therefore forecast with any degree of accuracy 
the exact or even the approximate hour when the wheel 
begins to turn at the end of a period of prosperity and ctr 
ta inl y it is idle to argue that a period of halt and retro- 
cession was impending at about the time of the War stoPty 
because the years which went before were characterized 0} 
great progress and buoyancy in industry and commerce. 

During the first four months 0/ 1914 J 5 when the \ &r 
had not yet broken out the figures ol Indian trade were in 
fact a little below normal and a similar decline was per 
ceptible in the value of the trade of tbc United King 0 
also The fact was looked upon by the above-named a* 
indication of the approach of the period of declining 'BC n y 
in trade. It is we hardly need point out too ' 8,< ?rL 
basU to afford any strong foundation for this sort 0 
bnous talk. There is hardh am reason to suppose 
tide because it was no longer moving l . hc 

should have thereafter begun to recede On the 
everything seemed to point to the opposite cond 
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previous year’s mark, notwithstanding a partial failure of 
winter rams m the Umted Provinces and such other adverse 
factors as “ continuance of bank failures m Northern and 
Western India and a glut of piece-goods, circumstances 
which were largely a legacy from the previous year ” Smce 
the subsequent south-west monsoon was quite satisfactory, 
it is incontrovertible that it was the outbreak of the War 
which frustrated the almost certain prospect of what was 
going to be a year of still more prosperous trade Although 
m 1915-16 rainfalls were excessive, sometimes with disas- ( 
trous effects, m Assam and m certain areas in Bengal and the 
U P , and deficient on the other hand m the western parts, 
yet timely rams during the months of September and 
October not only saved the situation but improved it very 
much for the better If again an insufficient rainfall m the 
following winter made the prospects of trade somewhat 
gloomy, the following monsoon was an ideal one from every 
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frequently it may have been rapped * or of dnrabon or of 

T? 6 "* 11 south-mst monsoon in 
Wax is true beyond any shadow -javoufiible an intervening 
sophisticated arguments or sy Dot at ^ zppmiah]y ^ 

or conceal it e The opinion can therefore be 

but for tie rude check sustained b\ 
adverse FEATEcta of the War the years following 1913 
There are ag^vdiy have constituted an age of further 
gress of trarfngb it may not be so certain whether or not the 
War wwv»t previous years if continued would have been at 
wout^e rapid pace 

is tlie reversal of progress was not the only detrimental 
ao'yt of the War on Indian trade. Under the peculiar 
3 ditions which existed during the period when as we shall 
jec, imports were extremely difficult to obtain and exports 
prevented from realizing their full prices by various form* of 
control instituted we had to carry on our commerce at 
increasing disadvantage to ourselves To put it in more 
precise language the equation of exchange as the War went 
on moved more and more against us. Since the beginning 
of the present century till the outbreak of the War the 
equation of exchange as the independent investigations of 
Robertson Keynes and Taussig have shown 1 was moving in 
favour of India as of every foodstuffs and raw material* 
exporting country It was with the outbreak of the War 
that the scale began to turn heavily against us From the 
foDowing index figures of the prices of imports and exports 
however we can easily discern — an intelligent reader may 
have already scanned it from Tables I and II of this chapter 
— that the prices of imported goods throughout the War 
ascended far more rapidly than the prices of exports which 
dearly mean that we were bartering away our commodities 
on terms unfavourable to ourselves. 

19IJ-M «9H *5 «9‘3 *6 WI&-I7 *9*7 
Import* loo ioi U 6 J" J 

Export* xoo 103 i°J **7 5 

i 1 iU Robtrston A Stwdy ©/ J ^ 

fzrsr# ^ u 
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Portico Trade Terms »Jtef J9°° 
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Hindrances to Development 

ON THE OUTBREAK OF THE WAR 

On account of the extraordinary uncertamt}' as to the 
future, wluch governed the world dunng the beginning of 
the War, and more especialfy for complications introduced by 
the universal financial dislocation, and the dangers from 
hostile squadrons to which shipping was exposed all along 
commercial routes, the first pressure of the revulsion proved 
disastrous m the extreme for the world’s foreign trade The 
full extent of its effects on Indian trade, scarcely revealed by 
the 1914-15 figures as a whole, was to be gauged by concen- 
trating our attention on the eight war months of the year, 
when exports and imports of merchandise dropped 43 and 
34 per cent respectively as compared with the corresponding 
figures of the previous year After the first shock of the 
War passed off, and under cover of naval protection soon 
provided by the Allies along the commercial route east of 
Suez, Indian trade gradually settled itself down to a new, 
though unstable, equilibrium brought about by the special 
and temporary circumstances existing dunng the War 
Chiefly under the stimulus of intense demands from belliger- 
ents and neutrals which arose from the peculiar conditions 
of the War itself, there followed a growing revival of the 
export trade Still, m every way trade had to struggle on 
its course against enormous odds and the import trade 
especially was hard hit by the limitations imposed by the 
war conditions It is only when we come to know what 
these conditions were like that we realize why the Indian 
trade shnvelled up as it actually did 

DURING THE CONTINUANCE OF THE WAR 

(1) Circumscribed area of commerce 

In the first place the operations of war considerably 
restricted the zone of commerce itself 

(a) Cessation of commerce with enemy countries and iheir 
occupied territories To begin with, immediately on the 
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outbreak of the War all trade with or in the interest of 
hostile countries was by a mere executive fiat brought to a 
stop and thus important channels of trade were suddenly 
blocked . The cessation of intercourse ■with German} was 
especially a severe blow to Indian trade. Next only to 
Great Britain s though at a considerable distance from it, was 
the importance of the German trade from the point of view 
both of our exports and of cmr imports On an average of 
five pre-War years 1909-10 to 1913 14 we sent 10% of 
our exports of merchandise to Germany and received from 
her 64% of our imports in exchange in other words 
Germany participated to the extent of 8 6 % of our total 
merchandise transactions with foreign countries Oar 
commerce with Germany was not only considerable but of 
rapidly growing importance The sudden disappearance 
beyond the bounds of onr commerce of such a country natur 
ally created especially in certain lines of trade where she 
played the most dominant rile a luatus which was not e as) 
to fill. 

The fact must not again be lost sight of that the area with 
which trade was thus banned did not remain confined mthin 


its original bounds but largely expanded firstly as other 
countries joined their forces with those of the Central Power* 
and secondly as large territories gradually came under the 
occupation of the enemies. Let us recall here at the moment 
that during the War the hostile powers came to possess h} 
successive stages the whole of Belgium Senna Montenegro 
and Poland large tracts of Russia northern France com 
prising the chief coal and iron fields and the nch manofactur 
ing districts and lastly Rumania with its precious oil depos- 
its It is true that in the beginning some amount of trade 
percolated through the contiguous neutrals to the athirst O' 
countries but gradually with the intensification of the 
Allied blockade the leakage of commodities was rrdu'e'f 
almost to nothing What the smeranee of trade uWP 
with enemy countries meant for our comnmrr 
brought home when we come to know that the 
of trade with them which was valued at O'**""" 
1913 34 or £28 600000 on an average of five pre-tia 
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collapsed to £1,349,000 m 1915-16 and to an annual average 
of £70,000 in the following three years. 

(b) Virtual stoppage of trade with such allies as Russia 
Again when the " narrow bottlenecks of the Baltic and the 
Black Sea were corked and sealed ” by Germany and Turkey 
respectively, commerce with Russia was extremely difficult 
to carry on The importance of that country as a market 
for certain Indian products, if not as a source of supply, was 
not altogether to be despised Goods from India as from the 
East generally could at first flow freely through Vladivostock, 
but eventually the route proved very inadequate and 
unsatisfactory. In the first place, the transport across the 
seas was entirely uneconomical owing to absence of return 
cargoes and the long ballast voyages consequent on it 
Secondly, not only was the capacity of the port very much 
limited, but the internal transport system was too under- 
equipped to bear the heavy strain rendered necessary by 
distribution from the port over the enormous distances 
involved It is hardly necessary to add that during the last 
days of the War, on account of the boule versement caused by 
the Bolshevik coup d’etat, even the little trade which was 
forced through the narrow channels provided by the White 
Sea, Vladivostock, and the Swedish transit routes was 
brought to a close From £3,947,000 in 1916-7 total Indian 
trade with Russia speedily dropped to £578,000 in 1917-18, 
and m the following year the only transaction recorded 
was an importation of £3,000 worth of goods from that 
country 

(c) Restricted trade with neutrals. Thus international 
intercourse was at first completely cut off with the enemy 
countries, and then m gradual succession with other tern- 
tones as they came under the occupation of the opponent 
powers By the operations of hostile forces it was rendered 
well-mgh impossible with such inconveniently situated allied 
countnes as Russia Trades with neutral countnes, too, 
when they were adjacent to the boundaries of some enemy 
countnes, were constantly interfered with by measures of 
contraband and of blockade The enumeration of contra- 
band goods was frequently changed and with the growth of 

H 
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economic concept of the War it was considerably elabor 
ated. Similarly the rationing system which either by 
agreements or by emb argoes aimed at bringing down the 
trade with the contiguous neutrals to the mmiTymra com 
patfhle with their ante-bellum normal domestic consumption, 
had its screw increasingly tightened up Since October 
I9 X 7 th c restrictive policy was followed up by a general 
embargo of ail exports to northern neutrals though in 
particular instances some relaxations were subsequently 
made on the basis of mutual negotiations. 


( 2 ) Diminished scope for commerce 
Secondly not only was the ambit of commerce thus 
narrowed down but even within this restricted sphere there 
was diminished scope for it This was so for two main 
reasons. 


(a) Impoverishment of European belligerents and neutrals 
It is not perhaps necessary to dwell here in detail on 
such obvious facts as the unquestionably big drop m the 
production of wealth which must have occurred during the 
War at any rate so far as the European belligerent countries 
were concerned. Not to speak of the actual destruction of 
wealth in conquered and devastated areas the Var was 
responsible for considerable diversion of productive means of 
every fighting country not however to produce wealth but 
purely for destructive purposes Then again on sccovni 
of the concentration of the national energies pnmaru> on 
war needs even the much curtailed production for ormnar} 
consumption had necessarily to be carried on und^morc 
inefficient conditions The impoverishing process become 
more accentuated as the War went on drawing more a 
more of the resources of the warring countries France an 
Italy had their energies almost entirel} absorbed b> mat rj 
preoccupations The former as we mentioned _ crt> . ( . 
besides lost her richest coal and iron districts and 
was especially handicapped by the shorter of 'T" 
compelled many of her factories to shut down ThO w 
therefore very little to spare even for the ^ 

essential war imports Great Britain was let 
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but it must be borne m mind that it was on her economic 
strength that other allies increasingly depended Conditions, 
therefore, almost equally forbade her to manufacture and 
export on any large scale for ordinary trade and consump- 
tion To complete the picture we should say that on account 
of their close economic mterdependence on the belligerents, 
the productive capacity even of the European neutrals 
suffered deterioration and the supply of commodities there 
was scarcer than usual But it is hardly necessary to add 
this, for the fact that the European belligerents, including 
almost all the leading industrial countries of the world, were 
either wiped off the commercial map, or them exportable 
surplus severely curtailed, was m itself the gravest situation 
conceivable for the Indian import trade. 

(b) Trade restrictions, (i) External In the next place 
it must be remembered that the peculiar conditions of the 
War brought m them wake a tram of rigid restrictions on 
imports, exports and industries m the warring countries 
Establishment of new ventures or enlargement of old ones 
was often disallowed and actual industrial operations fre- 
quently interfered with, m order that productive resources 
might be conserved to the utmost for war needs The 
necessity to protect the supply of war materials and such 
other articles of primary needs dictated the adoption of a 
form of rigid control over exports and even the internal use 
of many commodities Finally, extreme difficulties of 
tonnage and of finance, but especially of the former, rendered 
it imperative to cut down all trade nearer and nearer to the 
bare bones of naked necessity It was m fact from the very 
beginning that the Governments had to interfere at every 
turn with the smooth working of the complicated machinery 
of production, transportation and distribution More and 
more, as the War progressed, the "strong hand of the State 
intervened, untrammelled for the time being by legislative 
checks, and asserted its power of possession, control, direction 
and regulation m every sphere of trade ” A writer truly 
said, “ The trade restrictions of the War m their simple chron- 
icles would fill volumes ’’ In the mam they represented, so 
far as foreign trade was concerned, various restrictions ranging 
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from absolute prohibition of exports to prohibition cover 
mg a system of licences rationing differential prices for 
foreign and domestic markets export duties and then high 
tariffs on imports or deliberate exclusion of luxury goods. 
Trade was thus fettered not in belligerent countries onlj 
Examples of such restrictions were to be had by the score 
from all parts of the world, including neutrals not contiguous 
to combatants. 

Let us pause here far a moment to consider Low vitally 
was the fortune of Indian commerce toached by the ar 
cnmstances described above, India s dependence upon 
Great Britain and other western manufacturing countries 
generally for the supply of many of her essential needs is a 
notorious fact It may not, therefore be difficult to imagine 
the embarrassment which was caused when the sources 


from which she used to denve her imports were not only fewer 
but even those few were largely dried up and in addition 
numerous dams were placed across them. The pernicious 
effects did not stop with the impoverishment of our import 


trade but in turn they reacted upon the industries of the 
country generally and thus eventually on the export trade 
already in plight through loss of many of its former markets- 
For every industry depended almost wholly upon foreign 
supply not merely for all its machinery and plant, the exports 
of which as of every other product of iron and steel were 
stnctly controlled by other nations but even for the stores 
required for day to day working many of which were for 
similar reasons Insufficiently available. If the exports were 
thus indirectly affected by difficulties of importing a good 
deal of our essential needs wc have actually to enumerate the 
multifarious restrictions adopted in foreign countries to 
illustrate the many sources of direct interference with the 
course of our export trade. Tor obvious reasons a n 
attempt is not feasible here. Suffice it to say that such com 
modifies as jute tea and coffee in the shipments 
India was so largely interested had no free moss and that 
too in such an important market as the United kingdom 
It is true that countries in more favourable positions * 
America and Japan tried their best to fill in the void creff td 
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by the above circumstances They supplied as never before 
the needs of our market and simultaneously absorbed 
increased shares of what we had to spare America mcreased 
her trade with us from a pre-War average of Rs 21,39 lakhs 
to a War average of Rs 37,04 lakhs Compared with an 
average value equal to Rs 21,39 lakhs in ante-bellum years, 
the Indo-Japanese trade bounced up dunng the War to an 
average of Rs 40,61 lakhs Thus they succeeded as far as 
success was possible , yet the leeway to be made up for was 
far too considerable to be accomplished by the efforts of one 
or two nations, however enterprising or resourceful they may 
have been 

(it) Internal We have hitherto spoken only of the 
barriers thrown m the way of our commerce by foreign 
countries, but there was a good deal of interference with the 
course of our trade in our own land The import trade, 
severely hit for reasons stated above, was further saddled 
on its back with a much higher scale of import duties, ren- 
dered unavoidable by the financial pressure of the War 1 So 
far as the export trade was concerned, apart from restrictions, 
already referred to, as regards trade with contiguous neutrals, 
there were imposed new export duties on jute and tea m 
addition to the old one on nee, and besides it was necessary 
to control the exportation of a few articles on account of 
their more urgent requirements at home Further, trade m 
certain commodities had to be artificially diverted from their 
habitual markets to the U.K or allies or countries engaged 
m making munitions for them It must, however, be added 
that m respect of commodities urgently required for the 
prosecution of the War, both the Allied and the Indian 
Governments co-operated, and tned their utmost to facilitate 
such exports. Although this special requirement of 
munitions fostered the export trade m certain directions, 
yet it was only a partial and wholly madequate compensation 
for the loss inflicted m other ways, and, further, even in 

1 The general rate of 5% import duties, left unchanged ever smee its 
imposition m 1894, was raised to half as much again , the lower rate on 
certain descriptions of articles as iron and steel was considerably enhanced , 
the number of commodities on the free list was largely cut down and many 
articles of less urgent needs were charged duties at specially high rates 
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Each cases it was not possible to reap the full benefit on 
account of dearth of tonnage. This scarcity of bottoms was 
m fact the most formidable of all difficulties and the 
restrictions themselves as we had occasion to note elsewhere 
were in a large measure dictated by this contingency To 
this point we now tom. 


( 3 ) Scarcity of tonnage 

The unprecedented and growing scarcity of tonnage 
during the War was the result of a complication of several 
factors At a time when the requirements of shipping were 
more than ever on account of heavy demands for the nan 
and for military traffic long detours frequently necessarj 
to avoid hostile attacks and the substitution of truns-oceanic 
voyages for shorter ones to supply the European countries 
cut off one from the other there occurred not merely a 
senous shortage of supply but an equally embarrassing 
deterioration of their efficiency We shall briefly indicate 
here the causes of this diminution of supply and of the loss 
of efficiency 

On the outbreak, of the War sea borne commerce was for 
some time threatened with complete stoppage for total lack 
of means of transport Owing to the dangers of destruction 
to which shipping was exposed on the seas the undertakers 
were reluctant to provide insurance facilities. The various 
governments concerned were however prompt to act and 
assist commerce out of the dilemma either bj direct provision 
of such facilities or bj grant of subsidies to private enterprise 
Once adequate insurance facilities were assured ships as a 
general rule ventured out freel) Except at times of vcr> 
great alarm when for a time they were held up wt canno 
on the whole saj that scarcity of tonnage was In an) °PT r r5 
able manner connected with hostile naval operations e 


* It i» cot Intended to minimi re much to 1*°®* 

Influence* o( hostile naval operation* on our V 

forgotten bow it time* the *drwt nunjmvrt * rt ^ ” rr< ( 
o t the Ernie and the Ac* rjW la «****!▼ ft* 

of the »VJ/ had for * time J lux trew e« •« ^ 

Nor have- *rr k*t rttfrt o! the tny frve* t ^ ^ 

entrance of IUl r bto the War and tb* ******* < - 

marine raid* on the W Mi tern tic m ft n?«l no f * 
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real causes were altogether different, and they were not far 
to seek There was first of all the loss of the hostile mer- 
cantile marine confined to their own and neutral ports 
Leaving apart the case of the Umted Kingdom, Germany 
had the largest share in our carrying trade, and Austria- 
Hungary came immediately after Between them they 
supplied 1579% of the total tonnage which entered to 
and 14 57% of the aggregate which cleared from our ports 
in 1913- 14, and their disappearance was not, therefore, an 
altogether negligible factor in the situation Besides, a 
certain amount of Russian, British and French tonnage was 
also locked up m the Baltic and the Black Sea The far 
more important causes, however, were firstly the impress- 
ment by the Allies of vessels for military purposes Thus, on 
account of the withdrawal of the fastest and the best for the 
navy, there was inflicted a loss far heavier than was to be 
computed merely on a quantitative basis Secondly, there 
were large destructions by submarines 
On 3rd May, 1916, Lord Curzon described from his seat m 
the House of Lords how over 43% of the British seaworthy 
vessels was under requisition for the naval, military and 
essential civil needs of the Allied Governments, 14% was 
employed for transportation of foodstuffs and mumtions for 
the Allies, and the rest, though still under private manage- 
ment, were employable at any moment m their interests 
By the middle of 1917 all ships over 500 tons were under 
requisition and thus from small beginnings there was gradu- 
ally established an almost complete control over British 
shipping which, be it noted, constituted half the gross ton- 
nage of the world Not merely among the combatants, 

fessed that however serious the disturbances may have been for the time 
bemg, they never lasted long The surface-raiders, it will be recalled, 
had all short-lived careers of mischief , and the convoy system soon adopted 
proved a fairly effective safeguard against the wanton ravaging of the 
submarines {The view is based upon a study of two volumes of Fayle, 
Seaborne Trade, which is an authoritative history based on official docu- 
ments, of the effect of naval operations upon sea-borne trade during the 
War ) Further, the safety of the Suez Canal was never seriously threat- 
ened The Turkish attack in the beginning of 1915 was easily repulsed, 
and, on account of constant vigil, mine-laying was never quite successful 
there On the whole, therefore, the security of the Indo-European route 
of commerce was fairly kept intact by the Allied Navy 
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wbera control was necessarily all pervasive bat m almost 
every country shipping at least that part of it which was 
engaged m the supply of national needs was under Slate 
control. Further Great Britain through its dominant 
position as a supplier of bunkering coal m the maritime world 
of Europe and Africa, was able to commandeer a substantial 
fraction of neutral shipping and her example was followed 
by America after she had joined the War If the ordinal} 
needs of commerce had thus to be starved of ships in the 
interests of the more urgent needs of war nothing was 
probably more instrumental in bringing about this tonnage 
famine than the ravages of submarines with which replace- 
ments despite world wide attempts at rebuilding tned in 
vam to keep pace. The problem was still further com- 
plicated by the existence of other factors Repairs were 
difficult and involved enormous delay on account oi the 
overcrowding of the shipyards for war works and owing to the 
shortage of labour This while accentuating the scarcity of 
bottoms simultaneously kept afloat a number of ships 
working under less efficient conditions Again the de\ clojv 
ment of new and roundabout routes often mvolsed long 
ballast voyages which prevented proper utilization even of 
the available cargo-carrying capacity Last but not least 
there was in every land severe congestion of the ports which 
was at once the cause and the effect of world wide redirection 
of trade and shortage of freights. 1 

The situation in the shipping world so for as it aflcctcd 
India may be best studied from Tables II and III of the 

Appendix One glance is enough to show the prodigious rise 

in maritime freights throughout the period. Speaking 
generally we may say by 1915 freights from all Indian ports to 
Europe and America were in round figures thrice as high ** 
the 1913 level and by 1917 they ranged from 9 to 1 3 timn 


' The con**ttioii era. brongbt about by tbe fcHo* In r (tf ACT ^ 
rare! ol .boner voya^m by loo* ihlautu »' « 

ok. ot more oeean-goinf «UKt* the ettret ..(or 

bteser port. wa. fnerraied <J| Altonoral e! certain baiK»n ( * 
eadmhuly otto parte for Bixal and mHUaryo^ l |V tl , 1 rm.‘--o af 
tbs dock, ot military .tor. and ret* Jl' .rl r tm 

facUitien for loading and notoadiaf miuWUoofd lor rival » 
nrtd*. 
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the pre-War normal rate. 1 During the following year they 
soared higher still, though in certain cases a reverse tendency 
just began to manifest itself Not only were the quotations 
atrociously high but sometimes they were purely nominal, 
representing few or no actual transactions In the Review 
of Indian Trade for 1916-17, for instance, it was significantly 
remarked that the word " no ships ” was writ large on every 
page of the year’s trade history The freights for the Far 
East, too, went up enormously, though not always to the 
same extent as freights to the Western ports Besides, on 
those routes subsidized Japanese companies afforded to carry 
some traffic at comparatively lower rates 

(4) Subsidiary causes 

Over and above the chief deterrent factors enumerated 
above, there were numerous other subsidiary causes which 
from time to time and to a greater or less extent hindered the 
development of Indian trade It is impossible to narrate 
them all here A brief reference must, however, be made to 
the difficulties which centred round the monetary events of 
the period In the opinion of not a few they were supposed 
to have been fraught with very grave consequences for 
Indian trade We put off a specific discussion of this pomt 
to the relevant chapter on Currency and Trade Here we 
shall only briefly mdicate our general conclusion that among 
the several causes which impeded the growth of Indian trade 
during the War, the currency and exchange troubles occupied 
only a minor and mconspicuous place with only occasional 
and transient embarrassing influences on the course of 
trade 


A COMPARATIVE VIEW 

From the above long survey it would at once appear that 
the adverse conditions which hmdered trade development 

1 Only m the case of tea there seemed to have been a very moderate 
increase at least till 1916 and even in 1917, when freights for this article 
rose, they did not rise in anything like the same proportion as the other 
commodities The exceptional circumstances were to be explained by 
the existence of a five-year contract dating from 1912 between the Liners’ 
Conference and the Indian Tea Association, which tied down m a large 
degree the hands of the former m raising the rates 
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m India were nothing peculiar to India but existed all the 
world over When the whole of the civilized world was thus 

groaning and travailing in one universal shortage of mater 
lals and dislocation of the industry and the exchanges not 
only would the retrogression of Indian trade appear nothing 
strange but to expect anything to the contrary would seem 
absurd. Yet it would be a mistake to conclude like this 
There is no reason to suppose that the impacts of the ad\ ene 
factors fell with equal forces upon every country on the 
other hand we shall presently see more than one country 
Canada USA. Japan and Argentina for instance had a 
spell of abounding prosperity during the War Let us 
compare the figures in the table on the next page which 
show the imports and exports of the more important 
countries during the War 

The conclusion that emerges from the above table Is best 
expressed in the words of a writer thus An examination 
of the proportional loss or gain of the principal countries 
leads to the conclusion that India has been one of the 
worst sufferers from the War so far as foreign trade is 
concerned. Her import trade suffered more than that of 
all the other countries excepting Russfa and Australia and 
her export trade also suffered more than that of all the other 
countries except the United Kingdom France Russia and 
Australia. India thus shares with Russia and Australia 
the unenviable distinction of being hit hardest in trade 
matters and this proves that the argument that the trade o 
agricultural countries is least affected by a war is not applic- 


able in her case. 1 , 

Now why did India suffer more than most other nation t 
Why was her foreign trade as advmel) affected as 
of Russia a country which as we all know was practi > 
hemmed in on all sides with her main channels of tnwe 
cutoff? During the War the problem of tonnage preseiuw 
the gravest difficulty and the extent to which 
available for a country had a most decisive eff , 

volume of its trade This was cspccWI) to ini 
agricultural countries tike India interested In the * w P ,nrr 
p«undik»e Cowfit Ce«upo»<u #/<'' •• — A' 1 J “ *** 5,< 



TABLE 

Imports and Exports of Merchandise of Some Principal Countries 

/ (million) 
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of bulky exports and importation of manufactured commode 
lties in exchange. The nearer such a country was to Western 
Europe the great source of demand for raw materials and 
foodstuffs and of supply of finished commodities the less was 
its shipping difficulty and the more easily could it ship its 
own surplus and procure its own needs Hence it was that 
the proximity of the USA Argentina Brazil and Canada 
to Western Europe stood them in good stead during the 
War On the other hand the unfavourable geographical 
situation of India far away from that region was a severe 
handicap for her not easily surmounted. The plight of the 
Australian trade too was largely accounted for by this 
geographical factor Secondly essential foodstuffs and 
munitions constituted the chief demands on trade during 
the War and more and more did international commerce 
tend to limit itself to commodities of this kind, Nov 


India s position as a supplier of foodstuffs was not comparable 
to that of new undeveloped and sparsely populated countries 
as Canada or Argentina or even of the U Sj\ The whole 
problem of food exports in her own case was essentialh 
complicated by a mcne vital issue namely the need of pro- 
tecting the poor masses against the relentless operations of 
the forces of supply and demand and this as wc previousl) 
observed led to restriction in van o us directions over the 


exportation of foodstuffs In the supply of munitions 
India made heroic efforts yet it was not given to her to turn 
to full account the opportunity that presented itself 
respect Notwithstanding her wealth In rav. material* 
dependent as she was on European sources for the toppv 
many of her essential equipments and technical experts 

which became difficult to obtain her power to expand export* 

in this direction was quite limited The secret of the phm 
omenal success of Japan in the supply of munition* ar 
various other manufactured commodities to Europe in \tpt* 
of her more unfa\ourablc geographical situational 
large dependence on foreign suppl} for raw mat * 
in the fact that she was for many years poM con 7 
and steadily planning forward her industrial 
that when the opportunity came she was not four* 
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Thus, for one reason or another, Indian commerce was 
especialfy impoverished during the War. 

This question of the supply of munitions from India by a 
natural transition brings us to the consideration of an aspect 
of India’s commercial development during the War which 
was probably its one redeeming feature The growing and 
insistent demand upon India for the supply of war munitions, 
which, we may here incidentally note, hardly excluded any 
article that ordinarily enters into civil consumption, natur- 
ally encouraged the establishment and growth of various 
forms of domestic manufacture The failure and shortage 
of supply of many essential commodities of civilized existence, 
which m previous years we used to receive from overseas 
markets, demanded with equal imperativeness and stimu- 
lated m an equal manner the industrial development of the 
country The Indian Government awoke to the new sense 
of emergency and rendered the utmost help it could afford m 
order that the pressing needs of the moment might as far as 
practicable be satisfied and that the opportunity might not 
slip by without any permanent result The organization of 
the Munitions Board during the War and its admirable 
activities towards acceleration of industrial development 
are matters of detail which we have to leave out here For 
our present purpose we shall only note that whereas during 
five years before the War articles, wholly or mainly manu- 
factured, formed on the average 76 6% of imports and 
2 3 6% of exports, the corresponding figures during the War 
were 73*4% and 32*1% respectively Foreign trade 
statistics, as is almost invariably the case, can only be a 
rough and insufficient index of the actual measure of indus- 
trial development which took place during the period A 
fall off of 3*2% m the proportion of manufactured imports, 
and a rise of 8 2% m the ratio of manufactured exports 
within the short space of a few years cannot, therefore, be 
despised as trifling On the contrary we cannot but regard 
this as a clear enough indication that there was a notable 
improvement m this direction Even here, as we suggested 
above, the result would appear to be much less encouraging, 
if we compare our attainments with our opportunities or 
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with the achievements of Canada or Japan. The former for 
instance increased the proportion of her manufactured 
exports from 19% in 1913 14 to 43% m 1917 18 and the 
latter expanded the exports of her manufactured goods from 
37% in 1913 to 44% in 1918 1 

1 It is, of course necessary to bo particularly careful In t comparison of 
this kind. For the term manufacture doe* not possess exactly the 
same connotation in the trade return* of the court trie* which are at present 
object* of our comparison. It is however to be noted that In the cue of 
India the term la taken fn a sufficiently wide senae, Including within the 
Inventory all com modi tie* which are mainly manufactured On the 
other hand the Tapenoae figure* quoted refer to the ttrictiy restricted 
category Of whaUy manufactured article* only- eo that, U anything oar 
companion here tend* to mini mi re the range of difference existing between 
India and Japan in thl* respect Speaking with reference to Canada we 
may- «ay that whatever difference* there might have been in regard to 
point* of detail, there existed however no such Important divergent* la 
regard to the use of tbe term in that country* compared with Its use la 
India, ao a* to affect the substantial accuracy of the impression which If h 
out object to convey’ here namely that Canada far more than India scored 
a remarkable advance during the period of the War a* regards exports tioo 
of manufactured stuff* to foreign countries. 



CHAPTER VI 


Development of Trade After the War 

I 

1919-20 to 1923-24 (period of setback continued) 

With the Armistice there was ended a period of unpre- 
cedented stress and stram on the world’s economic life 
Not a few confidently anticipated a quick return of normal 
conditions and even of prosperity. Such optimism was soon 
rudely shaken The aftermath of the War proved m many 
respects worse than the War itself 

deterrent factors 

It was not to be supposed that the recovery from a state 
of economic exhaustion brought about by long years of 
maddening strife could m any case have been otherwise than 
extremely slow Unfortunately, again, the transition to the 
normal basis of economic life m Europe was further hmdered 
and delayed by shortsighted diplomacy and misguided 
economic policy The Treaty of Versailles not only made 
no provisions for the economic rehabilitation of Europe but 
on the contrary it was instrumental m swinging back the 
forces of economic organization of Europe yet farther from 
equilibrium We need not recount here the story of the 
mad pohcy of vindictiveness which the victors m the intoxi- 
cation of their success pursued for a time against the already 
exhausted vanquished and thus dragged them down the path 
of economic bankruptcy It was not long before the pursuers 
of such a grabbing pohcy were themselves hoist with them 
own petard and the consequence was that the conqueror 

nr 
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and the conquered became eventually involved in a common 
economic rain 


The recovery of the world s trade and to a greater extent 
of the Indian largely depended on Europe s capacity to 
restart the circle of exchange but for reasons given above 
she was unable to supply a sufficient stream of exports even 
to pay for her own necessary imports Conditions m other 
respects too were not favourable for the revival of the world 
trade. Control and prohibitions, restrictions and restraints 
incidental to the War were doubtless soon removed and 
there was also a gradual lowering of shipping froghtscaused 
by the release of tonnage and by new building But the 
good that may have in the natural course followed from the 
above was more than nullified by inflamed nationalism one 
of the principal political products of the War finding ft* 
economic vent in the setting up ot tariff barriers more 
numerous and higher than before and still more by a state of 
world wide disordered currencies and confused exchanges. 
The last point needs a little more elucidation 


Anxious to secure to the utmost their respective national 
reserves not only the belligerents but even most of the 
neutral states had during the War thrown off the gold 
standard by abolishing the individual citizen 5 nght of free 
disposal of gold. The soil was thus prepared for a contin- 
uous policy of inflation which beginning first among the 
combatants on account of the needs of war finance gradual!) 
spread to neutrals as they advanced extensive loans to the 
former beyond the limits of their own available saving-?. 
Since the link of gold which tied together the currencies of 
the civilized world was thus sundered the door was thrown 
open for wide variations in the intrinsic s-aloe* of the free 
paper currencies dependent on the degrees of inflation 
they underwent The divergencies in internal values natur 
allv tended to reflect themselves through foreign exchange 
Throughout the duration of the War when It n ™ **™* 1 
to ensure the unimpeded suppl) of urgenU) 
modi tics, the Allied rowers 
control to peg their own exchanges with th^ L/-S cu 
nearo bout the pre-War paritj »» ***** «» »' 
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artificial prop, the true situation came out in its ugly naked- 
ness An utter dislocation of the world’s exchanges inevit- 
ably followed Much worse m its effect than this dislocation 
of pre-War parities was the gyratic character, or more appro- 
priately the convulsions, of exchanges, being the outcome of 
renewed inflationist pohcies almost all over the world The 
extraordinary demands on post-War state finances on account 
of enormousfy swelled national debts, increased costs of 
social services, etc , just when the means to satisfy them 
could hardly be adequate, were largely at the root of this 
inflation, which m some cases was earned far beyond the 
maximum previously reached The whole story of the post- 
War currency muddle, with its various episodes centnng 
round the erratic behaviour of the franc and the lira and to a 
lesser extent of sterhng, the collapse of the Russian, Austro- 
Hunganan, German and almost all Eastern and South- 
Eastern European currencies, forms a topic by itself to which 
space does not permit us here to make more than a passmg 
reference 

Such m outline was the world economic situation during 
the years immediately after the termination of hostilities 
It was discouraging m the extreme Yet borne aloft on the 
gust of sheer optimism, quite natural after the end of a long 
and ruinous war, and fully aided m this speculative outburst 
by the low discount pohcies of the banks, world’s production 
and trade went high up for a time Simultaneously and m 
sympathy with this, Indian foreign trade boomed up, 
although the year opened m the country under the depress- 
ing effects of a serious monsoon failure over a wide area and 
of an influenza epidemic which swept away six million hves 
The total trade m 1919-20 m spite of serious cable and 
railway congestion reached an unprecedented figure m 
value The import of merchandise leapt from Rs 1,69,03 
lakhs m 1918-19 to Rs 2,07,97 lakhs m 1919-20, while 
exports of Indian merchandise reached Rs 3,12,28 lakhs 
against Rs 2,39,32 m the previous year, and that notwith- 
standing the continuance of control over exportation of 
wheat and rice 

In the spring of 1920 the unhealthy character of the rise 
1 
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in prices bronght about by inflation, and the speculates 
nature of the flourishing trade and industrial activity nhich 
accompanied it was recognized all the world over, and there 
was premonition in business drdes of the impending cnsu 
The inevitable reaction soon came. Reacting first upon those 
countries which had the greatest interest in international 
trade it quickly spread from one country to another The 
depression was intensely accentuated by a senseless policy 
of deflation which first started by the U S banking admin- 
istration partly as a check on speculation and partly to 
tread back to the pre-War prices was at once followed by 
other countries more or less imbued with the same sort of 
belief in the sacrasanctness of the pre-War price level and 
especially jealous of farther depredation of their own 
currendes in relation to the dollar The usual consequences 
naturally followed — extensive and precipitate realization o! 
stocks abandonment or at least postponement of new Yen 
tores and of extensions and improvements oi old outs 
unemployment and reluctance of dealers and consumers 
alike to buy In a falling market. Thus writing in the cari> 
part of 1922 Cassel observed Tbe mad policy of militarism 
that has been pursued ever since the Armistice in Nos ember 
1918 and is the cause of true peace not having even yet 
been attained is iu itself quite suffident to destroy the 
world a economic life and to bring ruin and unemployment 
upon all the nations of the world Since both thee mis- 
takes have operated io conjunction with one another the 
result has been a catastrophe for which none ol the contribut 
mg parties are being immediately called to account and In 
which each one Is able more or less successfully to point to 
other predominant factors as being tbe cause of the genrral 


chaos. j 

If the external conditions -were so complicated l'} depres- 
sion worse depressed the internal conditions «w no ft* 
so The slump as an inevitable reaction from tht 
not slow to come in rndia as in the rest 0 the world I «r 
however the complicating factor arising from < 
a slightly different and in a way a more onfortonati rea 
audits effect at least In the sphere of foreign W* «• 
equally il not more detrimental The Indian 
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made persistent but vain attempts to stabilize the rupee 
exchange at an unwarrantably high ratio While this 
necessarily involved a continuous policy of deflation with all 
its pernicious effects, it was soon found impossible to deflate 
our currency as fast as the fall m world prices Eventually 
the exchange had to be left to take its own course m a storm- 
tossed ocean Since \\e shall discuss this point fully in a 
later chapter, we need not expatiate here on its mischievous 
effects on our foreign trade We must, however, add here 
that over and above all these there arose during this period 
labour troubles and, worse still, difficulties of railway trans- 
port as the direct consequence of the heavy war depreciation, 
unaccompanied as it was by any adequate replacement, of 
the rolling-stock and the permanent way The combmed 
effects of labour unrest and of congestion and confusion 
of railway traffic, which rendered it extremely difficult 
to carry coal from the fields to the industrial areas, was to 
affect our industrial activity and thus indirectly our volume 
of foreign exports and imports Besides, the weak monsoon 
of 1920 and its lingering effects necessitated the retention m 
one form or another of control over the exportation of food 
grams till 1921-2, which restricted trade in some of the very 
important items of our exportable merchandise On the 
other hand the contmued disparity between import prices 
and export prices seriously affected the purchasing power of 
the people and thus prevented the revival of the import 
trade 

THE COURSE OF TRADE 

We can read the adverse factors, outlined above, in the 
dwindling figures of imports and exports m 1920-1, 192 1-2 
and 1922-3, as shown below 

TABLE 


(Figures in lakhs of rupees ) 
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only 
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including 
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and Govt, 
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3.82,34 
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3.09.77 

3.12.28 

2,40,01 

2 , 31,38 

2,g9,i6 

3.49,7° 

2,93,94 

2,67,72 

3.19,09 

6,49,64 

6,76,28 

5,81,62 

6,28,86 














II 6 general view 

It will however be observed that the export trade was 
to feel the effects of the depression and also to recover from 
it earlier than the import trade. This was only to be 
expected Trade reborns of imports are invariably oat of 
date as a record of business transactions for even m normal 
years they indicate valnes on arrival m fulfilment of orders 
placed three six or even (in the case of machinery) twelve 
months earlier as contrasted with the departure values 
recorded in the export returns which reflect more qmcld) 
serious fluctuations of trade 

Thus after the sudden swing forward in 1919-20 our trade 
again began to decline m value but still the average whether 
of imports or of exports stood noticeably above that of any 
other year preceding 1919-20 This however need not 
deceive ns as to the real troth On a restatement of the 
values of imports and exports calculated on the basis of 
1913 14 prices we observe that they stand as follows 
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193 


cEandiso 
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export 

a.7 

-99 
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306 
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In other words trade in 1922 3 was jet to recover the 
position which it lost since the outbreak of the « ar ud- 
jected to this crucial test even the phenomenal prvgrm 01 
the boom year will appear to be largclj unreal 


II 


1923 4 TO 1919-30 
(Period of Recover)) 

Thus the yean which immediafely followed the «« ■ 
still Influenced by theafterraatb of the great itrugg! 
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national exchange of commodities was retarded by every 
unfavourable circumstance, we could conceive The depres- 
sion which came quickly at the heel of the fictitious prosperity 
of 1919-20 still further intensified the gravity of the situation 
However, conditions began slowly to improve m India as m 
the rest of the world The post-War position of equilibrium 
was slowly but surely bemg reached It was at about 
1923-4 that the pendulum began] distinctly to swing forward 
At long last Indian trade stood, after years of setback and 
stagnation, on the threshold of a period of fairly steady 
recovery 


FAVOURABLE FACTORS OF TRADE REVIVAL 

What were the factors which dissipated the untoward 
influences of past years and favoured a gradual revival of 
India's external trade ? 

(1) Return of Europe’s economic and political conditions to 
normalcy 

It cannot be overemphasized how largely and indissolubly 
the prospects of Indian trade development were bound up 
with the speedy establishment of a sound and healthy 
economic life m Europe Let us not forget that during the 
pre-War quuiquenmum Europe took on an average 57 per 
cent of our exportable surplus and supplied m turn 78 per 
cent of our total takings from overseas The reconstruction 
on a thoroughly sound basis of the entire mechanism of her 
production and exchange was, therefore, essential before 
Europe could be expected to maintain at the old level the 
supply of her imports to the Indian market On the other 
hand, the capacity of India to absorb mcreasmg quantities 
of foreign goods depended not merely on their cheapness 
but equally or even more on the prospects of her own 
exportable commodities m foreign markets, which, m turn, 
largely hinged on the rehabilitation of the economic con- 
ditions m Europe Thus, for a proper and intelligent study 
of the course of our international trade during the post-War 
period, it is especially necessary to understand how the 
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complicabons of the European situation were gradually 
settling themselves down to a normal baas. 

In the beginning of 1922 Keynes wrote In spite there- 
fore of trade depresaon and disordered exchanges, Europe 
under the surface is much stabler and much healthier than 
two years ago The disturbance of minds 13 less. The 
organisation, destroyed by war has been partly restored 
transport except m Eastern Europe is largely repaired , 
there has been a good harvest everywhere but in Russia, 
and raw materials are abundant. Great Brrtam and the 
U SjV. and their markets overseas have suffered a cyclical 
fluctuation of trade prosperity of a greater amplitude than 
ever before but there are indications that the worst pomt 
is passed. 1 For some tune however the problem of 
reparations tended to vitiate the whole economic and political 
atmosphere of Europe. It must be yet fresh in our memory 
how Germany s total reparation indebtedness was fixed in 
the form of an nltimatum by the London Conference of May 
1921 and how the subsequent history was one long series 
of defaults ultimatums occupations of additional German 
territory cnhmuabng in 1923 in the occupation of the Ruhr 
the headlong inflation of the German currency and the 
political and economic collapse of Germany towards the end 
of the year 

In 1924 the Dawes plan cut the Gordian knot of this 
vexed problem transferring it from the political to the 
purely economic sphere The acceptance of the report not 
only assisted the reorganization of Centra] Europe on a 
stable economic footing but inaugurated a new epoch of 
confidence and development all over the world. During Ihf 
five years of its operation the plan worked quite smooth!) 

■ Jtrrfil™ 0 / Ur Tmly pr> 169 - 7 ° . a,, 

■ Germany did not. however pay the reparation oUualtat eoto* 
own resources tot peisUteirUy torrowed (mm other °f“*r,JulrMvirT- 

tbe sake of reparation pa rments to t also to suppenwnthrr rspo one 

menu at toriT Atocddealottbevuttaufot Jd 

thus pilot np was In the (orm o( abort term ohUrationr »hkh 
£esEXo P matoritr bot were called la at tto «"« 
conwqarat oc the foflore of the Awtrnn Credit An UH ^ 

iotr It WM thro that the Hoover Moratorium came to <**”** 7 * 
igg, in i radio rat dx*t*T 
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till it was superseded by the adoption m 1930 of the Young 
Scheme, conceived as a final settlement of Germany's repar- 
ation obhgations 1 Simultaneously, the intricate problem 
of the gradual systematization of mter-AIly debts was 
successfully tackled The uncertainty which gathered 
around them was put an end to by the early settlement m 
1923 of the question of Anglo-American debts and by similar 
other arrangements which were, by and by, arrived at as 
between other Allies 2 Thus we observe that from about 
1923 or 1924 there was achieved a steady progress m the 
solution of the knotty issues of European politics which, 
ever smce the termination of the War, were “ entangling the 
footsteps of trade and embarrassing business ” Finally, 
the ratification of the treaties agreed to at the Locarno 


the Dawes Plan came into operation, were based on a precarious founda- 
tion Nevertheless, there is scarcely any room for doubt that " this skilful 
scheme,” to quote Sir Arthur Salter, " gave Europe a valuable respite of 
five years in which she could forget about reparation and proceed with 
reconstruction And during this great quinquennium she stabilized 
her finances, increased her production and trade, overtook the progress of 
the rest of the world ” 

1 By 1928 was clearly realized the grave danger which lurked behind the 
appearance of German prosperity, built up, as we saw, on an insecure basis 
The Young Plan was, therefore, formulated with a view to " making 
reparation safe, by making it lighter and, if possible, by the issue of a huge 
reparation loan in the world’s markets, to convert the Governmental into a 
commercial debt ” It did away, however, with the salutary clauses of the 
Dawes scheme providing for the adjustment of gold obhgations in accor- 
dance with changes in the value of gold lest such provisions might impair 
the success of the mobilization loan which, we should however add, did not 
after all materialize As it unfortunately, therefore, happened, the primary 
object of the Young Plan was altogether defeated with the commencement 
of a period of falling prices Reparation obhgations actually proved more 
onerous under the Young than under the Dawes Plan, and payments had 
before long to be suspended A ” finall y settled ” plan was thus quickly 
unsettled by an adverse turn of circumstances so that the problem of 
reparation, and of war debts which are closely interwoven with it, remain 
yet to be tackled m a satisfactory manner and form at present the subject 
of negotiations and discussions among the respective Governments con- 
cerned 

a The settlements took the form of two senes of funding arrangements 
by the USA and the U K with their respective Allied debtors In 
respect of the sums due to Amenca, funding agreement was reached with 
Finland and Great Britain during 1923, with Hungary, Lithuania and 
Poland during 1924, with Belgium, Latvia, Czechoslovakia, Esthoma, Italy 
and Rumania during 1925, with France and Yugoslavia during 1926, with 
Austria in 1928, and, finally, with Greece m 1929 Great Britain reached 
funding agreement with Rumania and Belgium in course of the year 1925, 
with Italy, France and Portugal during 1926 and with Greece and Yugo- 
slavia during 1927 
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Conference of October 1935 definitely dosed the chapter of 
mntnal distrust suspicion and ill will among European 
powers and tnmed a new leaf m the history of peace and 
reconstruction m Europe. 


{2) Stabilization of world s currenctts and exchanges 
Simultaneously order was gradually evolved ont of the 
chaos into which the world a monetary affairs had fallen, 
continued inflation on one aide and excessu e deflation on 
the other having deprived the world of every sense of cquflt 
bnum in the purchasing power of money and in international 
exchange. By the end of 1922 as we previously men 
tioned most of the currencies of Europe were well away 
on the glissade toward utter demoralization and those of 
Austria, Hungary Russia and Germany were complete!) 
out of control. As long ago as September 1920 the League 
of Nations had convened the Brussels Financial Conference 


to discuss and throw light on the problem of stabilizing the 
European currencies. The Genoa Conference assembled in 
April x$22 reaffirmed the principles emmdated at the 
Brussels Conference and elaborated them still further in 


detail. They served to focus the attention of the world on 
the true causes of the exchange muddle but unfortunate!) 
were not attended with immediate practical results Is ever 
theless conditions steadily improved By the middle of 
1921 the aimless policy of deflation which as vre described 
in the previous section was fraught with grave consequences 
for the world a industry and commerce came fo a sfop Since 
that date the value of gold remained remarkably stable 
oscillating according to the 1 / S Bureau of Labour sfafidrc 1 
only slightly from 147 in 1921 to 149 in 1922 ' n ™ 3 an “ 
150 in 1924 the year 1913 being equivalent to 100 
observed in the Federal Reserve Bulletin of September 10} 
Daring the past year there has been a pronounced tendeno 
for prices in the US.A- and foreign countries and foreign 
exchange rates to work towards a closer adjuafmen J 
consequence that prices when expressed In of 

dollar ore more nearly' on a common level than a > 


stnee the \\ or 
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Since 1924 it was possible to record a distinct improvement 
in exchange conditions Early m that year Sweden returned 
to the gold standard Through the active intervention of 
the League of Nations, a considerable degree of success was 
achieved m the restoration of Austrian and Hungarian 
currencies to fairly steady foundations The acceptance of 
the Dawes plan paved the path for the stabilization of the 
mark and the gradual regularization of war debts removed a 
potent disturbing influence on exchanges In fact, by 1925 
most European currencies were stabilized m relation to gold 
The situation as it then prevailed m 1925 is best described m 
the words of another writer “ In one group England, 
Sweden, Holland and Switzerland have been able to return 
to their pre-War standards In another group Austria, 
Hungary and Germany have established gold currencies 
with new panties, having been assisted to this goal by inter- 
national loans raised under plans formulated by the League 
of Nations for Austna and Hungary and by the Dawes Com- 
mittee for Germany In a third group which mcludes 
Finland, Lithuania, Esthoma, Czechoslovakia and Poland, 
stability at new panties has been attained without external 
credit assistance The fourth group mcludes those countries 
which so far have found it impossible to break away from 
paper currencies unrelated to gold and the cunencies of some 
of these countries are still m a precanous condition On the 
other hand there are a few whose currencies are not so far 
removed from pre-War par gold values as to make the return 
to those values impossible ” 

The subsequent years saw a contmuation of the process of 
stabilization By 1928 Belgium, Italy and France, the 
three important countries with which India had extensive 
commercial relations, succeeded, one after the other, in 
emerging from the diffi culties through which they were still 
struggling, and reached parity with gold They were shortly 
followed by many other smaller nationalities who achieved 
the same obj ect with more or less equal success This gradual 
attainment of stable exchange conditions m one European 
country after another was naturally attended with direct, 
beneficial consequences for India’s foreign commerce Its 
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indirect effect, however was no less important For the 
progressive stabilization of the worid s exchange conditions 
had a preponderating effect in reviving the economic con 
fidence of the whole world and thus redounded indirecth to 
the lasting benefit of Indian commerce. 

If we now turn to India, we similarly witness during the 
period under present review a steady approach towards the 
achievement of conditions calculated to foster the develop- 
ment of trade 

(3) Favourable monsoons 

The lingering effects of the disastrous season of 1920 
discernible as late as 1921 2 m the records of our export 
trade quickly disappeared with the timely arrival and the 
propitious disposition of the monsoon in 1922 It was 0 
rare and an exceptionally favourable coincidence that the 
favourable monsoon of 1922 was followed in unbroken 
succession by more or less equally satisfactory seasonal 
conditions in subsequent years. The first break in the 
chain occurred m 1928-9 when the rainfall was somewhat 
below the normal yet on the whole the condition of most 
of the crops was fair to good except in the case of wheat 
which it may be added more than recovered from the 
adverse effect in the following year 

(4) Adjustment of import and export prices 

In the second place the guJf that separated the 
price level from the price level of imports tended during 
period to become narrower and narrower This can 
from the following indices of imports and exports 
*9*3 4 ’nhen approximate equilibrium maj be presnm 
have existed being accepted as the base 
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It will be seen that the inequality between import and 
export prices, which first assumed disquieting proportions 
towards the middle of the War, 1 did not appreciably mitigate 
itself up to 1921-2 In that last-named year we had to 
purchase our imports at prices 1x4 per cent higher than we 
paid An 1913-4, while we obtained for our exports no more 
than 27 per cent over and above the 1913-4 scale of prices, 
that is to say, there still existed a discrepancy of 87 points 
between jthem It was m 1922-3 that export; and import 
prices approached for the first time wi thin measurable dis- 
tance of each other Although m the following year there 
was witnessed a partial setback, yet improvement was quite 
rapid thereafter In 1925-6 the adjustment seemed nearly 
complete , but unfortunately there was a contrary move- 
ment m 1926-7 However, the ground that was thus lost 
was immediately recovered, and the disparity once more 
dwindled to a narrow margin It is a disquieting sign that 
m 1929-30 the gap has again widened, but compared with 
previous years it must be admitted to be yet quite small 

(5) Stability of the rupee exchange 

In the thud place is to be noted, as an auxiliary factor of 
commercial recovery, the steadiness of the course of the 
rupee exchange, which, at the end of a long period of tor- 
mentful uncertainty, was at last in evidence from October, 
1924 In part it was a mere reflex of the comparatively 
stable condition of world prices which had come to prevail , 
but quite obviously attainment of economic stability within 
the country itself was an indispensable pre-requisite for it 

In 1923-4 there was brought to an end the long and 
critical period of India’s financial difficulties, characterized 
ever smce the year 1918-9 by an uninterrupted succession of 
budgetary deficits The intrinsic soundness and prosperity 
of Indian finances which thenceforth remained unrmpamed 
stopped the contmuous mcrease of customs duties, which for 
some time past had been gomg on year after year and to a 
certain extent bearing on trade expansion If it thus dmectly 
benefited commerce, mduectly it contributed to and m truth 
actually rendered possible the successful pursuit of a steady 

1 Supra, p 94 
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monetary policy as the consequence of which stability m 
exchange was capable of attainment The rupee exchange 
showing a steady recovery from the low point to which it 
had dipped early in 1921 had gradually reached is. 6A 
sterling by October 19x4 equivalent at the tune to is. 4A 
gold. Since then the exchange by means of successful 
manipulation on the part of the Government was not allowed 
to deviate in any appreciable manner from that point but 
meanwhile with the recovery of the gold parity of the sterling 
the rupee exchange at i8d. sterling became synonymous 
with 18& gold. In the beginning of 1927 following upon 
the recommendation of the Royal Commission on Currency 
the exchange value of the rupee at i8d. gold received definite 
statutory recognition and there devolved upon the Currency 
Authority definite statutory responsibility for the mainten- 
ance of the link between the rupee and gold at the prescribed 
ratio The stabilization of the rupee at r8d gold in prefer 
ence to the pre-War ratio of i6d. was a subject on which the 
fiercest polemics were exchanged In so far as the contro- 
versy had any direct bearing on the question of Indian 
trade development we shall discuss it in oar chapter 
Currency and Trade. Here we need simply point out that 
on this as on all previous occasions of cognate investigations, 
we failed to trace any direct influence of currency on the 
course of our trade deselopmcnt Certainly there was not 
a tittle of evidence to support the gratuitous assumption 
that the acceptance of the i8d ratio would at once let loose 
forces fraught with the most disastrous consequence & 
our industry and trade On the contrary it seem* * 
putable that the elimination of the last vestige of uncertain*! 
which was the inevitable outcome of the legal sanction 0 
dc facio ratio was not altogether a negligible factor m 
promotion of India s foreign commerce 


DiscBrnmAmc protection' not a pnrtnnrKT rAcT0 * 
It is however worth} of note here that the 
the period at present under review 
acceptance in India of the principle of protection 
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towards fostering the development of her industries. A 
number of manufactures has since received protection against 
foreign competition, either m the form of grant of bounties 
or more often by means of tariffs Protection, as every 
economist knows, tends to dimmish, or at all events checks, 
the growth of international exchange of commodities “ By 
as much as it hinders imports, by so much it must, m the 
long run, interfere with the development of an export trade " 1 
It is indeed particularly instructive that the theory m this 
respect seems to be closely confirmed by actual experience 
The comparative analysis of the trade of every country of the 
world, as is now yearly earned out under the auspices of the 
League of Nations, reveals the interesting fact that it is the 
countries with low tariffs which are generally on the top, 
while protectiomst countnes are not only at the bottom but 
have been gradually sinking m the list of trade per head of 
population This does not, however, mean that “ pro- 
tection to a nascent industry in a country where capitalistic 
resources are scarce” is “necessarily unreasonable ” Any- 
way, it seems for the present unnecessary to pursue tins 
aspect of the question Protection m India has not yet been 
adopted on a scale or with a vigour to produce any percep- 
tible harmful influence Every step in this direction has 
been taken with great caution Where it has eventually 
been decided to shelter an industry during a temporary 
period, utmost discrimination has been exercised as to the 
degree of protection afforded There is consequently no 
reason to suppose that the recovery of the Indian trade from 
the consequences of the War and its aftermath was in the 
least debauched by the adoption of protection for a few of 
our industries It will no doubt prove quite an interesting 
study to gauge the actual consequences of this cautious 
apphcation of the protective principle, to examine, for 
instance, how far, or if at all, protection has, m each particular 
case concerned, brought about a more decided limitation of 
foreign competition and altered the proportion of home and 
foreign supply To undertake this mvestigation here will 
be travelling out of the proper sphere of our discussion. 

1 Marshall, Money, Credit and Commerce, p 2x8 
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recalculated values) stands on a far lower plane thnn the 
value curve (that is the one which traces the course of actual 
recorded values) On the other hand it is equally palpable 
that the entire penod exhibits a marked tendency towards 
steady recovery and is on the whole characterized by con 
tmuity of progress. This may be more easily comprehended 
from our diagram where all the curves show a general 
upward slope the volume and the value curves so far os 
the broad general trend is concerned exhibiting no marked 
divergence from each other It is however very striking to 
note that the oscillations with occasional sharp depressions 
which disturb the evenness of the value curves arc either 
altogether absent in the corresponding volume curves or 
appear there only in attenuated forms. This of course means 
that the actual recovery and expansion of trade has been 
even more steady and regular than might appear from a mere 
superficial analysis of the trade returns 

Let us now enter a little more into details If we first 
take the import trade we observe that the revival in this 
case was extremely slow and gradual It was not indeed 
until 1928-29 that the volume of imports regained its pre- 
War level It was nothing to be wondered at in view of 
the lag of adjustment which throughout continued between 
import and export prices On the other hand it was a dis- 
tinctly encouraging feature that as the discrepancy tended 
gradually to rectify itself the import trade simultaneously 
climbed slowly but steadily up the patli of ascent 1 It is 

* It If ■ firit principle of the »c»ence of International trade that ** export* 
pay foe import* No exrmv of intelligent^ H therefore nrrnurjr to 
understand the iimplc fact why lower pnee* of export* tela lively to Import* 
xull fro U to mhibit our purchase ol import com modi tic*. At first the 
opinion prevailed ament: many that oa account of the attraction which 
gold o feted to the neopl for lt> cheapnet* tn term* of topee* the resource* 
of the nation were on or diverted to fold to preference to porthiv* of other 
Imported (rood* 0*tc®*iblr the large Importation of pro' ! daring tolp > 
w»» the proximal* fxet wh»cn (rave rise to Ihit opinion and fr* a Hire *r*med 
tol'-nd«otne weight of testimony tolt It *rm* d subtle* txoha tyar^w*»l 
i/atlontomakr tntbel ghtolaxingW* year** trade »tati tic* Th* aleioer**! 
Import of fold during ton 3 wa« largely the outcome of *p*-cutaUm 
which *1» mgetKifreJ by the federal belt t fh*t th** prv < I f'! I 
ton bed the bottom an t night now trod tn f-» higher lb- r-n» *1 fy 
He rupee bring f xrd at l 4 1 tn tea 1 cl t* t l n y tilt f»»ti *e *"# 
<*a*efTf thei-^uUimn (*re If It w» V ooogC mml -m Kit 1 1 UtJl 
Th net annuli at-e'rpuc-i of foil irtlo-I og l-etf t Jioatvl t-u^ n *r tnf 
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particularly to be noticed how steady and unbroken was the 
progress of the import trade. The setback which the trade 
seemed to have sufiered m 1925-6 and 1926-7 was only 
apparent For, \\ hate\ er fluctuations may have occurred in 
its value, it is clear that the record of the import trade, so 
far as the actual w eight was concerned, was one of unbroken 
progress from year to j'ear It was not until 1929-30, when 
the whole \\ orld was suffering from a general wave of depres- 
sion, that this continuit}' of progress was for the first time 
intercepted 

If we now turn to the export trade, we observe that it 
was much cailier to revive than the import trade In 1923-4 
it closety approximated to its pre-War dimension In the 
follov ing year it not onty surpassed that mark but actually 
ascended the peak of prosperity from which it only slightly 
receded m 1925-6 It was but natural that a remarkable 
buoyancy should characterize the trade during the above two 
years, for not only were harvests plenteous but simultane- 
ously the upward trend of the prices of Indian exports, which 
for various world causes had begun to manifest itself since 

to Rs 2 j,ii lakhs annually during the five years after the termination of 
the Var and to an average of Rs 30,85 lakhs between 1921-5 and 1929-30, 
against the corresponding figure of Rs 27,04 lakhs during the pre-War 
quinquennium Some minor adjustments may be necessary m order to 
make the comparison strictly accurate We must, for instance, allow' for 
the fact that in pre-War years gold circulated to some limited extent, 
while since the end of the War it has altogether ceased to function as 
currency It is also necessary to bear m mind that before the War gold 
w r as valued at Rs 15 to the sovereign, while in the post-bellum period it 
was computed at lower values However, even when one makes all such 
necessary allowances, one cannot say from the above figures that the 
offtake of gold since the War has been in any way excessive On the 
contrary, when one remembers that India was starved of gold during the 
War and her population has since considerably increased, one cannot but 
conclude that the average yearly additions to the total stock of con- 
sumption have considerably fallen off m comparison with the pre-War 
normal standard Thus the view about the diversion of India’s purchasing 
pow'er from consumable commodities to gold, though it at first obtained 
some currency and credence, was soon disproved by the maturer verdict 
of time 

It is not again true, as some writers seem to assume, that there was 
accumulating within the country a reserve of purchasing power, which 
was merely withholding itself on a falling market The fact that the 
recovery of the import trade has been so gradual and prolonged and has 
only proceeded pan passu with the adjustment of import and export prices 
is a sufficient proof that people were not merely making shift in the expect- 
ation of buying at more favourable prices, but they were actually fettered 
in their power to renew purchases 
K 
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1921 reached its apex. With the incipience of a reverse 
tendency for world prices of agricultural staples since 1924 
the value of Indian exports immediately fell of! Although 
in after jeans it showed a tendency to recover still it 
remained far behind the level reached during the prosperous 
jears of 1924 5 and 1925-6 The actual \olumc of trade 
however was quite stead) in advance and although its 
progress was scnousl) interrupted and reversed in 1926-7 
it was not long before it rose again to a point higher than it 
had ever prcviousl) attained. 


Ill 

A COMPARATIVE MEW 

The general survey for the post \\ or penod maj now be 
fittingly closed b> presenting a view of the Indian trade 
de\clopmcnt through a wider perspective that is m Us 
relation to the trade of the world at large. Compiled from 
the Memorandum on International Trade and Balances of 
Payments annually published b) the League of Nations 
v.c give on pa^cs 131-2 a table showing the quantum 
indices of imports and exports as compared with the pre- 
\\ ar year 

It will be found on a careful scrutinj of the foregoing table 
that with few exceptions the trade of ever) countr) during 
the years immediate!) succeeding the War was below the 
1013 lev cl but leaving aside for all purposes of comparison 
the quite exceptional case of Kusria and that of war worn 
and special!) embarrassed German) the trade of few 
country showed as heavy a decline as India s ^ f ir ns 
the import trade went Argentina nnd Switzerland were 
tl e on!) countries in the list to suffer equal!) with us On 
the export side none but the last named shared to the same 
extent as lr Ita t! e downward fluctuation of the trade 
c t~wlitlv m respect of the sub*equent recover) it U rndst) 
aj parrrt tl at the revival of the Indian trade Iwth in regard 
to i—jv-Ms ar 1 to exports was norr slow and lesi marled 
iLin i> e trad'- of alrr-fnt rvrry otl rf cmintrv It W to I'*- 
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noticed liow far more quickly than the Indian, the Argentine 
import trade emerged from the low level, where both of 
them had during the first years after the War equalfy sunk 
By 1927 even the German recover}', so fai as the import 
trade was concerned, had come up to our level 

On account of the alteration m the relative prices between 
primary and secondary products, to which we already 
alluded, manufactured goods now represent a larger share of 
the quantum of goods entering into international trade It 
maj' not, therefore, be difficult to understand why countries 
with a highly developed level of production should register 
a more satisfactory rate of progress than India The same, 
of course, cannot be said of the rest of the countries which 
are preponderantly agricultural as India It may, however, 
be conceded that m respect of countries like Argentina, 
where relatively to the population the natural resources are 
far more abundant and where the people, generally speaking, 
are more resourceful and enterprising, a rate of development 
faster than that of India is nothing unexpected But when 
we see that our record compares unfavourably even with 
that of China, notwithstanding the frequent political revul- 
sions from which the latter country has suffered, it certainly 
sets us thinking 

For further reference and confirmation we extract a 
series of two tables ( see pages 134-5), which will repay 
careful study The sources from which they have been 
collected are the same as m the case of the first table and 
they similarly represent, but from different standpoints, a 
comparative study of the external trade of the different 
countries of the world m 1913 and m recent years The 
descriptive titles at the head of each table will sufficiently 
explain the contents 

The first of the tables shows that in the export trade our 
share of the total trade of the world has perceptibly fallen 
off m comparison with 1913 and m the import trade we are 
hardly maint ainin g the pre-War position It is some con- 
solation to see that India is not the only sufferer m this 
respect but is m the company of a number of other countries, 
who are no better off At the same time, however, let us 
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FOREIGN TRADE PER HEAD OF POPULATION 


(In U S dollars ) (Special trade, merchandise only ) 



1913 

1924 

1927 

1929 

New Zealand 

177 86 

318 64 

3°4 89 

334 °8 

Australia 

154 97 

216 41 

237 *9 

213 41 

CctHcteicL 

141 84 

201 47 

247 17 

241 82 

Switzerland 

161 49 

208 69 

216 90 

226 46 

UK 

125 83 

189 98 

192 79 

195 66 

Argentine 

122 68 

148 78 

168 79 

156 24 

Sweden 

79 10 

118 12 

140 90 

157 38 

France 

74 18 

107 38 

101 39 

101 45 

Union of South Africa 

75 5 ° 

82 54 

93 °3 

95 89 

Germany 

73 86 

59 21 

91 81 

97 48 

USA 

43 ir 

70 93 

73 66 

77 44 

Italy 

33 39 

37 06 

45 53 

45 84 

Egypt 

23 96 

36 95 

32 43 

35 47 

Spam 

22 46 

41 85 

39 27 

42 32 

Japan 

12 29 

29 13 

30 90 

3 i 15 

Brazil 

26 12 

23 10 

21 58 

22 58 

Persia 

11 23 

14 78 

20 05 

25 46 1 

Dutch East Indies 

11 20 

16 9S 

19 38 

19 58 

Rumania 

31 88 

15 89 

24 41 

19 71 

Siam 

9 10 

12 68 

20 16 

17 32 

Russia 

8 51 

3 51 

5 20 

5 77 

China 

I 61 

3 25 

2 91 

3 15 

India 

4 3 i 

6 05 

6 24 

6 27 


not forget to note that, m this list as in the previous one 
China exhibits a superior rate of progress than India The 
second table does not give any different version of the story 
If we bear in mind the considerable depreciation of the dollar 
smce pre-War days, we shall at once realize that the per head 
trade of India has not grown at all, but on the contrary has 
suffered a little decline Here agam, with few exceptions, 
every country, including China, outshines India m its record 
of progress 

If we now read the above three tables m conjunction, and 
read them with all reservation that a comparative study of 
this kind demands, the impression cannot perhaps be avoided 
that a certain degree of remissness has, smce the end of the 
War, characterized the course of our trade, not positively 
but relatively to most trading nations of the world This 
is especially m contrast with our pre-War record when^as 
will perhaps be remembered, we were m the van of progress 

1 The figure is for latest available previous year 
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In one of the earlier issues of the League of Nations Memor 
anda, it was suggested that one factoT tending to check the 
expansion of India s overseas trade was to be found in the 
larger utilization of raw materials for manufacture at home 
If it were true there would of course have been no cause for 
dissatisfaction on the contrary it would have been regarded 
as a most desirable change. But having regard to the fact 
that with hardly any exception the Indian industries ha\e 
all these years been passing through a period of acute depres- 
sion the opinion expressed in the said Memorandum cannot 
at all be seriously entertained. On the whole and in the 
absence of farther knowledge it would be safe to conclude 
though we most not dogmatize on the point that the rclaxa 
tion in the rate of expansion of our foreign trade which wc 
have noted above indicates some weakening of our relative 
economic position 

Conclusion 

Here we bring to a conclusion our general sun cy of the 
development of India s foreign trade from the day when it 
evinced its first notable signs of expansion The end of our 
review is clouded by the contemplation that wc ore now in the 
throes of an economic blizzard The zenith of the post \\ or 
period of recovery and progress was reached and passed 
during the course of the year 1929 The depression that has 
since set in is one of the severest to which the world has 
ever been exposed The figures of India s foreign trade in 
the y car 1929-30 give some indication of the fact that *die Is 
bearing her share of a universal slump in trade When 
however wc refer to the price indices of imports and exports 
which have again shown a disquieting tendenev towards 
increased divergence we come to realize that India with the 
rest of the agricultural countries has been especially hatd hit 
by the present slump Unfortunately the microbe of 
depression is still at work and it does not seem that the world 
has yet got it under control 

It filti beyond the scope of the present work to attempt a 
diagnosis of the existing economic malady and fn fad tht~e 
Is a conspicuous absence of agreement as regards if# cause 
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among world’s expert opimons Whether, as Cassel affirms, 
it has been chiefly brought about by a restrictive credit 
pohcy coupled with a growing scarcity of gold, as an under- 
lying factor, 1 or whether, on the other hand, it is a major 
fluctuation of the cyclical movement of trade, we need not 
here discuss One thing, however, is certain The future 
of Indian trade recovery largely depends on the establish- 
ment of something more nearly approachmg the former 
equilibrium between agricultural prices on the one hand and 
manufacturing pnces on the other For then only can 
trade bring prosperity to our cultivators and stimulate m 
turn the demand for imported goods Obviously, the world 
equilibrium between agricultural and manufacturmg pnces 
cannot be restored merely by provision of liberal bank credits, 
to which the monetary school pms its faith as the sure 
remedy for ending the present lull m the busmess world 
Professor Sprague m his recent paper, read before the Royal 
Statistical Society on June 16th, has emphasized this point 
quite pertinently and he seems to us perfectly nght 

There is, however, another pomt to be considered What, 
if on account of changes m relative demand and supply, this 
dispanty and apparent disequihbnum shows a tendency to 
crystallize itself into a more or less normal position of the 
future Such a prospect cannot be contemplated without 
grave concern No one who appreciates conditions m India, 
where a pre-eminently agricultural population lives its 
hfe at a low level of material comfort, can fail to realize the 
tragic significance which attaches from the viewpomt of 
economics of India to any permanent shift m the equation 
of exchange in the direction just indicated In the past, 
notable as the improvement m agricultural efficiency has 
been m many parts of India, the benefits therefrom have, 

1 See his address delivered to the Institute of Bankers on May 27th, 
1931 

2 It is indeed feared by many that with the gradual progress of material 
civilization the relative demand between primary and secondary products 
will increasingly shift m favour of the latter type of goods For, after the 
stage has been reached when the prime necessaries of his life have been 
satisfied, a man spends an increasingly large proportion of his grow>\g 
income on services and highly worked up forms of raw material rather 
than on food or on commodities requiring a proportionate increase of basic 
products 
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however, to a large extent been nullified by a rapid increase 
in population. There is no indication yet that the checks 
whether voluntary or artificial to the rate of growth of 
population are in the ascendant while compared with this 
alarmingly rapid multiplication of numbers whatever pro- 
gress there is m the adoption of new and better methods of 
agricultural production it is sure to be distressingly slow 
There cannot therefore be any doubt that in the slow but 
inevitable process of readjustment which will be called for 
in the event of a more or less permanent under valuation of 
agricultural in relation to manufactured commodities our 
teeming mdfions wolf inevitably suffer a further deterioration 
even in the present deplorably low standard of their living 
Here we should however venture to point out that so far 
as the laborious investigations of economists and statisticians 
throw any light on the question it seems that the dislocation 
of the prices of agricultural in relation to those of manu 
factured products is a phenomenon of temporary mal adjust 
ment rather than an expression of a durable underlying 
change During the War both industry' and agriculture 
were spurred to the maximum production by the Go\cm* 
ments of nearly all the countries oi the world and in addition 
both bad the natural (or unnatural) incentive of constantly 
rising prices In a worid of destruction production was a 
monopoly With the return to more settled monetary con 
ditions industry was able to adjust its production com para 
tlvcly rapidly to lower demand and lower prices owing to 
its very short penod of production and the high rate of turn 
o% er the heavy industries excepted. Agriculture with Us 
long term penod of production lacked this mobility and 
like the heavy industnes only more so suffered from lack of 
adaptability by undergoing a protracted penod of r~c\cic 
depression 1 Besides it is noteworthy tliat the tendency 
has been for the N\orId prices of primary and secondary pro- 
ducts to come nearer to each other during the ) ears preceding 
the present depression and this furnishes a strong prnump- 
t$>c proof of the contention which we liave upheld in the 
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beginning of the paragraph True, the yawning tendency 
has again shown itself during the present economic crisis 
But this has been so probably because the more highly organ- 
ized manufacturing industries have found it within their 
means to resist with partial success the downward movement 
of prices while less organized agricultural industries have 
al m ost wholly succumbed to it Secondly, “ In consequence 
of the social structure, t e , of the relatively small number of 
capitalist employers of labour and the large mass of workers 
not possessmg capital, the diminution of purchasmg power 
in industry has a much more serious effect on the marketing 
capacity of agricultural products than the agricultural crisis 
has on the shrinkage of the markets for manufactured goods 
The reason for this lies m the fact that the fall m the pur- 
chasmg power of agriculture, due to fall m income, is experi- 
enced over a relatively long period only by a fraction of the 
supphers, while the majority of the farmers can maintain 
by means of their own capital a level of absorption of external 
commodities higher than would correspond to the exchange 
value of the products of then own production >n It is, 
therefore, to be hoped that sooner or later raw materials 
will rise from the “ mire ” and manufactured goods will 
come down from the " stilts ” and eventually the present 
anomalous conditions will be brought to an end 
We need not, therefore, conclude our review with an unduly 
pessimistic tone True, the future is obscure, and of an early 
return of better times there is no indication to date But 
why should we forget that depressions never come to stay ? 
Let us hope that as always happened m the past, so on the 
present occasion the effect of the reaction will only be to 
galvanize the world’s dormant powers of production and 
exchange mto fresh and still more vigorous activity In the 
very universality of the present breakdown lies probably the 
hope of eventual and certain recovery 

1 International Review of Agriculture, Year XX, Part II, August, 1929 
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however to a large extent been nullified by a rapid increase 
in population There is no indication yet that the checks 
whether voluntary or artificial to the rate of growth of 
population are in the ascendant while compared with this 
alarmingly rapid multiplication of numbers whatever pro- 
gress there is in the adoption of new and better methods of 
agricultural production it is sure to be distressingly slow 
There cannot therefore be any doubt that in the slow but 
inevitable process of readjustment which will he called for 
in the event of a more or less permanent under valuation of 
agricultural m relation to manufactured commodities our 
teeming millions will inevitably suffer a further deterioration 
even in the present deplorably low standard of their hinng 
Here we should however venture to point out that so far 
as the laborious investigations of economists and statisticians 
throw any light on the question it seems that the dislocation 
of the prices of agricultural in relation to those of manu 
factured products is a phenomenon of temporary maladjust 
ment rather than an expression of a durable underlying 
change During the War both industry and agriculture 
were spurred to the maximum production by the Govern 
mentsof nearly all the countries of the world and in addition 
both had the natural (or unnatural) incentive of constant!} 
rising prices In a world of destruction production was a 
monopoly With the return to more settled monetary Con 
ditions industry was able to adjust its production com para 
tively rapidly to lower demand and lower pnees owing to 
its very short period of production and the high rate of turn 
over the heavy industries excepted Agriculture with its 
long term penod of production lacked this mobffftj and 
like the heavy indust nes only more so suffered from lack of 
adaptabiht} by undergoing a protracted penod of sesere 
depression 1 Besides it U notewortb} Hint the tendency 
has been for the world pnees of primarj and seconder} pro- 
ducts to come nearer to each other during the > ears preceding 
the present depression and this furnishes a strong pretump- 
toe proof of the contention which we have upheld in the 
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beginning of the paragraph True, the yawning tendency 
has again shown itself during the present economic crisis 
But this has been so probably because the more highly organ- 
ized manufacturing industries have found it within then- 
means to resist with partial success the downward movement 
of prices while less organized agricultural industries have 
almost wholly succumbed to it Secondly, “ In consequence 
of the social structure, 1 e , of the relatively small number of 
capitalist employers of labour and the large mass of workers 
not possessing capital, the diminution of purchasing power 
in industry has a much more serious effect on the marketing 
capacity of agricultural products than the agricultural crisis 
has on the shrinkage of the markets for manufactured goods 
The reason for this lies m the fact that the fall m the pur- 
chasing power of agriculture, due to fall m income, is experi- 
enced over a relatively long period only by a fraction of the 
suppliers, while the majority of the farmers can maintain 
by means of then own capital a level of absorption of external 
commodities higher than would correspond to the exchange 
value of the products of their own production ’ n It is, 
therefore, to be hoped that sooner or later raw materials 
will rise from the “ mire ” and manufactured goods will 
come down from the “ stilts ” and eventually the present 
anomalous conditions will be brought to an end 
We need not, therefore, conclude our review with an unduly 
pessimistic tone True, the future is obscure, and of an early 
return of better times there is no indication to date But 
why should we forget that depressions never come to stay ? 
Let us hope that as always happened m the past, so on the 
present occasion the effect of the reaction will only be to 
galvanize the world’s dormant powers of production and 
exchange mto fresh and still more vigorous activity In the 
very universality of the present breakdown lies probably the 
hope of eventual and certain recovery 
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however to a large extent been nullified by a rapid increase 
in population There is no indication yet that the checks 
whether voluntary or artificial to the rate of growth of 
population are in the ascendant while compared with this 
alarmingly rapid multiplication of numbers whatever pro- 
gress there is in the adoption of new and better methods of 
agricultural production it is sure to be distressingly slow 
There cannot therefore be any doubt that in the slow but 
inevitable process of readjustment which will be called for 
in the event of a more or less permanent under valuation of 
agricultural in relation to manufactured commodities our 
teeming millions will inevitably suffer a further deterioration 
even in the present deplorably low standard of their living 
Here we should however venture to point out that so far 
as the laborious investigations of economists and statisticians 
throw any light on the question it seems that the dislocation 
of the prices of agricultural in relation to those of manu 
factured products is a phenomenon of temporary maladjust 
ment rather than an expression of a durable underlying 
change During tho War both industry and agriculture 
were spurred to the maximum production by the Govern- 
ments of nearly all the countries of the world and in addition 
both had the natural (or unnatural) incentive of constantly 
rising prices In a world of destruction production was a 
monopoly With the return to more settled monetary con 
ditions industry was able to adjust its production compara 
tively rapidly to lower demand and lower prices owing to 
Its \ cry short period of production and the high rate of turn 
over the heavy industries excepted. Agriculture with its 
long term period of production lacked this mobility and 
like the heavy industries only more so suffered from lick of 
adaptability by undergoing a protracted period of scvctc 
depression 1 Besides it is noteworthy tlat the tendency 
has been for the world prices of primary and secondary pro- 
ducts to come nearer to each other during the y ears preceding 
the present depression and this furnishes a strong presump- 
t\vc proof of the contention which we fate upheld /n the 
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beginning of the paragraph True, the yawning tendency 
has again shown itself during the present economic crisis 
But this has been so probably because the more highly organ- 
ized manufacturing industries have found it within then- 
means to resist with partial success the downward movement 
of prices while less organized agricultural industries have 
almost wholly succumbed to it Secondly, " In consequence 
of the social structure, 1 e , of the relatively small number of 
capitalist employers of labour and the large mass of workers 
not possessing capital, the diminution of purchasmg power 
in industry has a much more serious effect on the marketing 
capacity of agricultural products than the agricultural crisis 
has on the shrinkage of the markets for manufactured goods 
The reason for this hes m the fact that the fall m the pur- 
chasmg power of agriculture, due to fall m income, is experi- 
enced over a relatively long period only by a fraction of the 
supphers, while the majority of the farmers can maintain 
by means of their own capital a level of absorption of external 
commodities higher than would correspond to the exchange 
value of the products of their own production ” 1 It is, 
therefore, to be hoped that sooner or later raw materials 
will rise from the “ mire ” and manufactured goods will 
come down from the “ stilts ” and eventually the present 
anomalous conditions will be brought to an end 
We need not, therefore, conclude our review with an unduly 
pessimistic tone True, the future is obscure, and of an early 
return of better times there is no indication to date But 
why should we forget that depressions never come to stay ? 
Let us hope that as always happened m the past, so on the 
present occasion the effect of the reaction will only be to 
galvanize the world's dormant powers of production and 
exchange mto fresh and still more vigorous activity In the 
very universality of the present breakdown hes probably the 
hope of eventual and certain recovery 

1 International Review of Agriculture, Year XX, Part II, August, 1929 
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PART III 


Currency and Trade 
CHAPTER VI 

Currency Changes and Trade Development 

1873-1893 

I 

INTRODUCTORY 

Our summary of the diverse contributory forces, which at 
different penods shaped the course of India’s foreign trade, 
will remain incomplete without a careful exammation of the 
part which, either for good or for evil, currency changes 
played in this development Such changes, whether brought 
about by uncontrollable economic forces or merely by 
administrative or legislative decision, were by no means few 
and far between They furnished occasions for the appoint- 
ment, during the six decades covered by the period of our 
study, of no less than six Committees or Commissions — quite 
a unique thing m the monetary history of any country In 
the last analysis, however, the senes of successive distur- 
bances converged on a smgle nodal pomt — the rupture of the 
link between the rupee and gold, which by its penodic 
reappearance seemed to prove the nddle of the Sphinx On 
every occasion it was this break-off m the relation between 
the local and the international currency which first 
inaugurated years of uncertainty and adjustment, and was 
then followed m turn by a tentative period of governmental 
efforts, sometimes successful and sometimes not, to restore 
the link at some new ratio and stabilize it at that pomt ' 
This, m fact, is the pith and core of the whole history of 

141 
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currency change during the entire period under con 
adaption. 

It must not be supposed that the task which we now 
propose to undertake is likely to prove ether simple or 
bnet For m the first place we have to hear in mind that 
although the underlying problem was on every occasion 
essentially the same it did not however repeat itself in an 
exactly identical manner or under qmte identical conditions. 
Past experiences possessed therefore no more than a quail 
fled significance for subsequent events so that a fresh and 
intensive scrutiny of fiLCts will be called for almost at every 
stage of our analysis In the second place the need of a 
careful and dispassionate examination of the fierce and 
apparently endless currency and exchange controversies 
waged at frequent intervals during the period is calculated 
to render our discussion long and toilsome Nothing perhaps 
strikes a student of Indian trade histoty more than the fact 
that a large section of influential opinion has persistently 
attributed to the influence of exchange an extraordinary 
degree of potency for shaping the course of trade Such an 
exaggerated view on the point has from the mere fact ol its 
reiteration obtained a large credence among a wide circle of 
the business public and ever, though it cannot claim to hare 
possessed any considerable share in the conscious direction 
of business policy at any time there exists however no 
scope for doubt that whenescr it gained currency it did not 
fail to exercise a deep psychological influence on enterprise 
It is therefore inexpedient that we should aliens to go 
uncontradicted a good deal of misconception that has grown 
up around this subject On the other hand it Is equally 
desirable that out of the wholesale repudiation or the shore 
doctrine by a school of opinion belonging to the opposite 
extreme wc must salvage any residuum of truth which it 
may contain 

The need for such guidance was never so urgent as now 
A perusal of the statement submitted by the Kombay Jtitl 
earners Association before the Tarifi Board will at once bring 
•hometoushou. preponderantly this tingle factor namely the 
mfluence of exchange is held responsible lor every mldo-tur- 
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of the Bombay cotton industry, both past and present, and 
for every change which from time to time has occurred 
m the course of the Indian cotton trade The opinion which 
was thus voiced forth on that occasion lias since been 
persistently repeated m season and out of season Indeed, 
at the present moment it has become almost a fashion with 
many to attribute every evil under the Indian sun to the 
much-maligned iSd ratio It is time that this loose talk 
must altogether cease We are passing through a most 
critical period politically and economically The wide cir- 
culation and acceptance of an opinion, so largely mistaken as 
above, can only seriously aggravate our difficulties at this 
juncture In the political field it vail without doubt swell 
the chorus of general discontent m the country In the 
economic sphere it will deflect attention from the more 
important and probably the real causes of trouble from which 
most of our industries are suffering, will undoubtedly 
encourage a certain degree of passivity and militate against 
any endeavour towards conscious improvement To combat 
this a mere dogmatic enunciation of a set doctrine, however 
well founded m theory, will not be enough Whatever 
opmion we pronounce must be shown to clear demonstration 
m the dry light of actual facts We must, however, here add 
that it is not our object, either, to ignore with cynical 
indifference, as some complacent theorists do, the transitional 
difficulties connected with the establishment of a higher 
exchange ratio, and this mdeed is another important con- 
sideration which has actuated us to make a siftmg enquiry 
• into the pomt at issue 

We now propose to enter mto our task which we have 
mapped out m the preceding paragraphs Towards the 
close of our second chapter we only incidentally animadverted 
on the frequent currency troubles standing m sharp relief 
agamst an extraordinary consilience of other favourable 
circumstances during the period of our study In order to 
avoid an interruption of the mam thread of discourse, we 
did no more than lightly touch upon the issues involved m 
the subsequent chapters where we dissected the whole 
history of trade development Here, m the following pages, 
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w deal with the entire subject mth that fullness of treatment 
winch on account of its importance it so richly deserves. 
The true scope of our discussion, however, should not be 
lost sight of Currency by itself is a vast subject of its 
many branching aspects our interest here is stnctly confined 
to only one that is in reference to its reaction upon foreign 
trade development We must not therefore be construed 
to have pronounced at any stage a definite judgment on the 
currency policy as a whole which evidently is possible only 
after a full consideration of all the other factors entering 
into the question. 


II 


FALL IN THE COLD VALUE OF SILVER 


From 1872-3 began a period of prolonged and fitful fall 
of the gold value of silver Dunng two centuries which had 
gone before the ratio between gold and sdver was remarkably 
steady 1 so much so that people had come to possess almost 
a superstitious belief in its unchangeableness The world s 
output of silver which was slowly increasing for more than a 
quarter of a century became greatly augmented after the 
sixties owing as much to fresh metallurgical methods as 
to the discovery of new lodes On the other hand the 
production of gold had begun to slacken at about the same 
time and relative to the growing needs of commerce It failed 
to hold its own 1 But the great change in the status of silver 
was not primarily the outcome of a mere diange in the 
relative supply of the precious metals though it was 
undoubtedly a powerful accentuating circumstance for, 
often in the past silver had formed a ver> much larger prre 
portion of the total production than it did since eighteen 
seventies and yet the ratio was never seriouslj disturbed ' 


1 -rt* Ror»J Cod million on GtM *x>A SUvrt tM' nroeteJ Out froo 
the mklJk of the MvroUmtlj cm lory tflJ Up owr *vMv*e* 

tK.1. 5 . 00 either *Wt of * nllo of » }) uhrt Ka id foil !*/*/» *1 
Htt-oft of Ik* Centime* e * Celt *** Stfter C 5JU P > 

•'The rroder rn.y refer to Q*»U*ly Jr~***f * 

October 1S9O. p 1 * |oc »uUn*n rrUiicj lo j-miB'ttfo cl rt 

dorinjf the retool. 

* | tit Tit t'r ciltm tf Ut T*tV X f* Jl 



FALL IN THE GOLD VALUE OF SILVER 145 

It was, in fact, the dethronement of silver from its once 
important monetary position m Europe and elsewhere that 
had the more decisive influence Germany it was who first 
set the ball rolling when, after the termination of the Franco- 
Prussian War, she hit upon her opportune moment to go 
over to the gold standard Country after country quickly 
followed suit, but the staggering blow was dealt when the 
Latin Union, too, decided, during 1873-4, to stop the free 
mmtage of silver and at first to restrict, and eventually m 
1878 altogether to stop, the further comage of full-tender 
silver corns “ There were two important ways m which 
the change operated to make unsteady the gold value of 
silver The first was by closmg certain countries against its 
introduction as legal tender money, and thereby directing 
any mcrease of supply entirely upon those countries which 
remained on the silver standard ; the second was m 
separating the value of existing silver corns, m gold standard 
countries, from the value of the bullion which they contained 
and thereby removing from the market for silver bullion 
the steadying influence of the great stock of silver m use as 
money 1,1 In vam the silver interests m the USA 2 hoped 
to prop up its value They succeeded, no doubt, m per- 
suading their Government to meet them halfway and pass 
laws, first m 1878 and again m 1890, to buy substantially 
large quantities of silver for comage mto dollars, but they 
did not succeed m resisting its downward course, largely 
because gold itself was rapidly appreciatmg at the time 
On the other hand, notwithstanding the heavy and con- 
tinuous fall m the price, the output of silver from mines went 
on apace Each year, as the price sank, it seemed as though 
the bottom was touched when unremunerativeness would 
react on the supply , but nothing of the kind happened 
This great outburst, m the face of falling prices, was partly 
speculative To some extent it was the logical sequence of 
every mine-owner's eagerness to make the best of a bad 
situation before it became still worse , and, after all, it 

1 Conant, Principles of Money and Banking, Vol I, p 339 

2 The USA, which, however, was then on paper basis, ruled out silver 
m 1873, when she reformed her comage law with the view of providing 
metallic basis for her currency system 

b 
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was really not so strange as it might at first sight appear 
For the decline of silver in terms of gold did not, as we shall 
have occasion to know wholly represent a fall In terms of 
other commodities. Be that as it may the a range price of 
silver which m 1872-3 was 6oAd per oz in the London 
market went down almost from year to year till it reached 
39 Ad. in 1892-3 


fall of the rupee sterling exchange 
The rupee-sterling exchange or what was the same thing 
the exchange relationship of India with gold standard 
countries naturally followed the market price of silver in 
terms of gold. 1 Except occasionally when there may have 
been a temporary and speculative rise, there was a continuous 
and persistent decline m the Indian exchange synchronous 
with the fall of silver From an average height of 2s round 
which exchange save in very exceptional circumstances was 
unfailingly firm for many years past there was a precipitous 
descent down to I4 98d Even so it showed no sign of 
recovery but on the contrary hardly maintained itself 


EFFECTS OF THE DISORGANIZATION OF FOREIGN EXCHANGE 


The disorganization of the foreign exchange market 
stimulated a lively discussion of its effects on trade and 
industry Discussion toon developed into a heated con 
troversy On the one hand it was widely held — and it was 
as often disputed on the other — that the depreciating cur 
rency stimulated exports and thus encouraged national 
production We shall presently examine this excliange 
stimulus theory and try to appraise its worth Whatever 
room for difference of opinion there may has c existed on the 
point one thing however was certain ft was indisputable 
that the influence ol capricious and violent fluctuations 
which unfortunately too often matted the course of re 
change during the period was nothing but pernicious 
To auote the language of Walker Without f eerie tie which 
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can hold the two metals at least near to each other, during 
the time between the manufacture and sale of commodities 
and the receipt of the proceeds, the producer m a gold 
country can nevei tell for liow much silver he must sell his 
goods in order to make himself whole and perhaps win a 
profit , the producers m a silver country can never tell for 
how much gold they must sell their goods m order to make 
themselves whole or perhaps win a profit. The range of 
possible losses 01 possible gams from this source are such as 
to be altogethei out of proportion to the range of ordmary 
chances of industrial and commercial enterprise ” l 

In the previous decade, when exchange had not yet lost 
its old moorings, the widest variations occurred in 1865-6 
and 1866-7, during the very abnormal years of the American 
Civil War The range of fluctuations, considered outrageous 
at the time, was between 2s o[|d at its highest and is iofd 
at its lowest, that is, 7 6% in the first year and between 
2s o&d and is iofd , being 8*8% in the second 2 But the 
ups and downs, which became only too common m the 
following years, were seldom less and sometimes even far 
outdid the variations of such abnormal years The following 
table, showing the maximum and minimum of average 
monthly rates of exchange m each year, will furnish evidence 
in support of our statement 


MAXIMA AND MINIMA OF RATE OF EXCHANGE 3 


Year 

Maximum 

Minimum 

Variation % 

l88o 

2oJd 

igfd 

3 06 

1881 

20£d 

* 9 Ad 

3 41 

1882 

2o-i 8 c d 

19 Ad 

6 15 

1883 

X 95 |d 

I 9 jd 

3 01 

1884 

20d 

i8}-£d 

5 31 

18S5 

193-id 

I 7 fid 

858 

1886 

l 8 fird. 

J di 4 d 

10 53 

1887 

18A d 

i6|id 

8 57 

1888 

1 7 Ad 

i6Ad 

6 04 

1889 

i6£Jd 

i6Ad 

5 34 

1890 

2ofgd 

i6£§d 

1925 

1891 

*8 Ad 

i6|d 

10 43 

1892 

163-id 

* 4 ld 

12 19 


1 Walker, International Bimetallism, p 139. 

2 Indian Currency Committee, 1893, Minutes of Evidence, C 7060-11, 


3 The figures of ma.vima. and minima of average monthly rates of exchange 
have been taken from Indian Currency Committee, 1893, App II, pp 252-4, 
and figures of centesimal variation have been calculated therefrom 
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It will be seen that there were few years in which the 
oscillations were not violent enough to throw even the most 
prudent traders entirely out of calculations Their range 
showed a distinct inclination to become wider as years went 
on and in one year on account of speculation connected with 
the passing of the Sherman Act in the U.S.A it ran as high 
as 19 25% 1 Commerce thus became more or less a gamble 
and scared away many a man of substance and enterprise 
who would have otherwise found the means to develop it 
Mr Apcar of Messrs Apcar &. Co very graphically described 
the conditions of traders at the time when he said 
instead of marching confidently forward with 
operations which are beneficial alike to India and to the 
countries with which we carry on trade we either fed oar 
way slowly and cautiously as men who walk in the dark 
not knowing where the next step may land them or we 
plunge recklessly forward as does a gambler losing as often 
as we win or often er and the fever of excitement is followed 
by a reaction resembling paralysis 
In recent controversies on Indian currency and exchange 
a tendency » manifest on the part of many writers to 
minimize the injuries which fluctuations of exchange inflict 
on foreign trade The Babmgton Smith Committee of 1919 
voiced forth more or less a similar view This school of 
opinion seems to place too much reliance on the practicabflii j 
of an intelligent adaptation of methods of business to new 
circumstances. It is true that to some extent ft might have 
been possible to cover the risks of trade dunng the penod 
under consideration cither by arranging for forward 
exchanges or by hedging through previous purchase 
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or sale of silver on the London market It must, how- 
evei, be remembered that such devices were not always 
to be depended upon, for not only did the banks sometimes 
absolutely refuse 1 to fix forward any rate, obviously m hours 
of greatest need, but, even when they did, such relief could 
not have always gone the full length to meet the situation 2 
At any rate, they meant additional troubles and expenses 
which cut into, and sometimes resulted m the total extinction 
of, margins of profits 3 And in the last analysis the risks 
always remained (which no banking arrangements could 
possibly eliminate) that a merchant might be undersold bj 7 
his competitors who may have subsequently obtained his 
supply at a more favourable rate of exchange As Jevons 
aptly remarked, “ The possibility of making contracts for 
future sale of bills or remittance is a second-rate protection 
of the merchant ” 4 * There cannot, therefore, be any doubt 
that such embarrassing circumstances, as we described above, 
must have exercised a most prejudicial influence on the 
normal healthy development of trade, though its effects may 
not be directly traceable on account of so many other 
favourable circumstances already at work The opinion may 
further be hazarded, though it is always dangerous to 
express any opinion as to probable drift under hypothetical 

1 Cf , “Under ordinary circumstances a merchant -would be able to 
guard against a sudden liability of loss in exchange by fixing a rate with 
an exchange bank, but the banks are fully alive to the gravity of the 
situation, and absolutely refuse to fix forward any rate of exchange, being 
aware of the impossibility at the present crisis to cover their remittances ” 
Letter from A E J Abraham & Co , Calcutta, to the Secretary to the 
Board of Revenue, Lower Provinces, nth January, 1893, Ind Cur Com , 
1893, App I, p 184 

Also cf , “ But on what principle can banks negotiate the finance of 
India’s foreign trade, when exchange exerts such a dominating influence 
on all transactions to the extent that calculations of premiums and discounts 
rest on a quicksand of speculation ? Such conditions defy principle ” 
Extract from a speech by Mr Reginald Murray, Agent, Chartered Mer- 
cantile Bank of India, London and China, ibid , p 193. 

2 Ibtd , C 7060, p 12 

3 Q — “ Was not it possible by the aid of banks to fix your exchange 
at the same time that you fixed your trade operations 7 " (Lord Inchcape ) 

“ Yes I would not like to say so perhaps in this room, but the hanks 
used to squeeze one a good deal ” Babmgton Smith Committee Report, 
Vol II, p 256, Q 7544 

4 See Royal Commission on Indian Currency and Finance, 1926, Vol II, 

P 339 
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circumstances that were it not for the uncertainties of 
exchange trade probably would hare exhibited a steadier 
development, even if its actual -volume would not have been 
greater 


in 

EFFECTS OF CONTINUOUS FALL OF EXCHANGE — STATEMENT 
OF THE THEORY 

When however we go over to consider the broad influence 
on trade of a chronic fall as distinguished from a mere 
temporary swing of exchange we begin to tread on more 
dubious grounds. The problem in any case does not admit 
of a very precise and determinate solution The invariable 
presence of other concomitant causes renders it extremely 
difficult to isolate the effect of one such component factor 
from the conglomerate effect of all the forces In our 
present case the absence of sufficient and reliable data makes 
it even still more difficult to gne an> decided view one way 
or the other Nor are the testimonies of observant and well 
informed thinkers on the subject or of business men directly 
concerned particularly helpful towards the formulation of 
the correct conclusion In the first place it is by itself no 
trivial task to separate the chaff from the com in the midst 
of a bewildering variety of arguments scattered over a wide 
mass of official papers and contemporary publications 
Even when this tediously laborious task is accomplished 
one does not know which side to take when high and 
reverend authorities arc seen to lift up their heads on 
both sides of the question 

It will be well to begin with a statement of the a pnvn 
theory of the effect of falling exchange on the external trade 
of a country It is obvious enough that if when everything 
else is equal we assume a fall m the currency of one count rv 
in terms of another s the exporter from the fir>t country 
increases his receipts in local currency o\en though he ask* 
for no more tlian his former price in foreign money Hi> a* 
Professor Marshall pointed out an elementary apf'hcatfm 
of the first rules ol arithmetic and i' true beyond 
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When, therefore, for any reason there occurs a persistent 
decline in exchange, such as actually happened in the case 
of India from 1873, it may be presumed that a situation 
which brings increasing sums for the exporters will naturally 
enable them to compete with more and more advantage in 
foreign markets and thus stimulate exports from that 
country Yet the thing is not so simple as this We cannot 
prognosticate anything till every underlying force behind the 
fall m exchange is clearly diagnosed Suppose, m the 
particular instance under consideration, the change m the 
relative supply of precious metals had first reacted on the 
price-levels before it tended to manifest itself through 
exchanges or that the effect on both was simultaneous On 
this assumption every fall of exchange was ipso facto a step 
towards the establishment of concord between the internal 
and external purchasmg powers of the rupee, and so far from 
giving any special bounty to Indian exporters, served on 
the contrary to spare them a loss which, on account of the 
disparity between the exchange rate and the commodity 
prices, they would otherwise have suffered The above is 
by no means an improbable hypothesis In actual circum- 
stances, however, it must be admitted, the exchange market 
is likely to prove more sensitive to a disturbance of the above 
kind than prices of commodities, and m such a case the 
exporter m the country with falling exchange may for a 
time enjoy a sort of bounty For, when the exchange rate 
falls but the level of prices lags behind, the said exporter 
increases not merely his receipts of local currency but also 
his command over goods and services 
The question at once arises can prices remain so inert 
in the actual course of events when there is a disturbance 
of the kmd above descnbed ? In days of cheap and quick 
transport, of easy transmission of news and of organized 
markets and exchanges, it is almost axiomatic to say that 
the prices of internationally traded goods even at widely 
distant ports, expressed m terms of their respective cur- 
rencies, " are never for any length of time much divergent 
from one another on the basis of the exchange rates actually 
obtaining m the market,” subject, of course, to proper 
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allowance for tariff and transport costs. It is true of all 
goods entering into international trade though with an 
increasing time lag as we pass to articles which are not 
standardised or handled m organized markets. The very 
change in the currents of trade which in the absence of this 
adjustment is at once set in operation quickly restores the 
parity With reference to the disturbance which ensued 
about the beginning of the seventies on account of the 
rupture in the established ratio between gold and silver it 
is therefore only reasonable to assume that Within the 
sphere of International trade however there was close inter 
dependence. Imjiorted and exported goods v ere directly and 
Immediately affected. The gold pnee of on Indian com 
modlty in Great Britain the silver pnee in India the rate of 
rupee exchange and the price of silver bullion — all were tied 
together And so as regards the sUver pnee oi a British 
commodity in India 1 Thus if there were at any time a 
trifling premium on exports from India caused by the 
momentary disharmony between wholesale prices at the 
ports and the prevailing exchange rate it is doubtless that 
like the indescent bubble it as quickly disappeared as it 
arose 

This does not however dlsjaose of the whole question A 
quick restoration of panty os between cxjwrt and import 
prices and exchange is evidently not enough If prices all 
round and the money Incomes of the people ail more 
together in unison then only will the mutually adjusted 
relations in a previous state of cquilibrinm remain intact 
and no one will be better off or worse off tlian before but will 
merely use fewer or more counters Even a theorist "all 
however agree that prices in the interior and more especullj 
prices of domestic commodities are rather sluggish of adjust 
ment to an) change and it is only too notorious tliat warn 
etc. lag even farther behind So long as this period of 
dispersion and maladjustment continues ever) producer in 
the count!) ot falling exchange sending his wares abroad is 
for the time being in a position of advantage If fo-fritan <• 
the falling exchange is an expression of th' depreciation 1 ' 

1 Tsnoiz, / 0** ahe-el r 31’ 
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his native currency, it means that while the lower exchange 
now brings him more money per umt of commodity, his out- 
lay on wages and other items does not proportionately 
increase Obviously, then, during a temporary period of 
transition, which, however, m the case of a custom-ndden 
country like India is likely to be of particularly long duration, 
he can without damage to himself undersell his competitors 
and extend his trade m foreign markets If, on the other 
hand, the downward trend of the exchange is symptomatic, 
not of the depreciation of his own, but of the appreciation of 
the foreign currency, the temporary disability which the 
outside producer suffers on account of maladjustment 
between wages and prices, equally affords him the oppor- 
tunity to push his merchandise at the expense of his em- 
barrassed rivals In both cases falling exchange will for 
some time stimulate exports, though eventually when adjust- 
ment is complete, the artificial stimulus will automatically 
come to an end So far is quite admissible on grounds of 
simple deductive reasoning 

Let us now try to ascertain how far actual events con- 
firmed, contradicted or modified such a priori probabilities 
Before we proceed to this enquiry, we need, however, clear 
up a certain pomt here If falling exchange stimulates 
exports, by parity of reasoning it must pro tanto prohibit 
imports If it is contended that it is capable of encouraging 
both at the same time, it will ex hypothesi follow that a nsmg 
exchange possesses exactly the same powers For, what 
constitute imports and exports of the one trading party are 
nothing but imports and exports of the other, while a fall m 
exchange from the standpoint of the former is only the other 
side of what represents a nsmg exchange from the pomt of 
view of the latter Thus any hue of argument which 
attributes to exchange the power of simultaneously 
influencing both imports and exports is at once seen to be 
self-contradictory It is necessary to emphasize even this 
simple truth , for during the long-winded disputation which 
began with the fall of gold pnce of silver, it was very often 
argued that f allin g exchange not merely encouraged exports 
but, by puttmg mcreased purchasing power mto the pockets 
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of the people indirectly stimulated imports as well 
Apparently it seemed to have been forgotten that if indeed 
there was available m the country an additional buying 
power it must have increased the effective demand not 
merely for imports but for all goods and services Thus not 
only would imports be stimulated but simultaneously the in- 
ternal pnce and wage-levels would also be forced np with the 
consequence that the native producer enjoying a bonus on 
exports would proportionately lose his share of the advan 
tage The above proposition whichever way we may put 
it is therefore clearly untenable. 


STATISTICAL EVIDENCE 

We now turn to statistical evidence which wc repeat is 
far from conclusive Still so far os any conclusion Is dedudble 
from a scrutiny of trade returns it hardly lends support to 
the view that the declining exchange assuming it to have 
supplied the stimulus had m practice an) prevailing 
effect on the course of trade. Let us now pursue our enquiry 
It is in the first place an undeniable fact that general!) 
speaking the twenty years from 1872-3 exhibited on the 
whole a clear view of progress. If however a hast) observer 
rushes from this as some actually did to establish a nexus 
of causality between falling exchange and pros peril) of 
trade he merely builds a pyramid on a point There are *0 
man) other factors to be taken into account if indeed 
wc make proper allowance for the enormous growth of 
population during the period and more especial!) the 
revolutionizing effects of the great element of progress we 
previously described it maj be as difficult to asoid the 
opposite conclusion 

Again it was often advanced in support of the exchange 
stimulus theory that Indian exports to gold standard conn 
tries had during the period developed at a much faster rate 
than exports to silver standard countries That the premia 
of this argument was ineonte-stabl) true woull apj^r at 
once from the following 
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Annual average Percent- Annual average Percent 
of cxpts of age on of cxpts of age on 

Year 

merchandise to 
gold using 
countries 

Rc 

figs of 
1875-6 

merchandise to 
silver using 
countries 

Re 

figs of 

1875 6 

1875-6 to 1879-80 

38,916,093 

IOO 

23,540,811 

IOO 

1880-1 to 1884-5 

56,402,318 

145 

25,811,637 

110 

1885-6 to 1889-90 

63,176,863 

X62 

29.443.736 

12 5 

1890-1 to 1891-2 

70,214,031 

180 

33.871.835 

144 


But it is difficult to see how any such clear inference as to 
the effect of the falling exchange was deducible merely from 
the above data The gold standard countries as a class 
represented the most progressive nations of the world and 
they were, as they even now are, the best customers of most 
of the important staples of our exports. On the other hand, 
the silver standard countries were not only economically 
backward, but the scope of trade with them was decidedly 
inferior, for their products generally belonged to the same 
category as ours Falling exchange or no falling exchange, 
our trade with gold standard countnes was therefore bound 
to grow at a faster rate m all circumstances It may further 
be pointed out that it was not merely our exports to gold 
countnes which expanded at a faster rate, but this was 
equally true of the imports which we received from them 1 
This will seem to furnish a strong presumptive proof against 
the inference that depreciating exchange had anything to do 
with mcreased exports to gold countnes 

Just as we cannot make out a case for the exchange 
stimulus theory m the above manner, similarly we cannot 
refute it by a mere broad and superficial analysis of the 
trade returns It was, for instance, very often urged m 
rebutment of the low exchange theory that it was not the 
trade of the silver-using countries, but on the contrary the 
trade of the gold-usmg countnes, which scored greater progress 
dunng the penod when silver was falling m terms of gold 2 

1 Figs for imports from gold countnes and silver countries have not 
been separately compiled The imports for silver countnes are so trifling 
in amount and unimportant in character that it is hardly worth while to 
take the trouble of compilation The more rapid progress of imports from 
gold countnes was so clear and decided that it needs no display of statistics 
to prove it 

3 Vide Fredenck Atkinson, A Review of the Effect of Low Exchange on 
the Export Trade of India, 1892, pp 12-13 
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exchange and of imports and exports which again have 
been fllostiated on the adjoining diagram. Upon cxaimnn 
tion it will appear that there was no foundation in fact for 
the above contention. For not only exports but imports 
too expanded quite remarkably during the period and if 
anything it was the latter rather than the former which 
evinced a more satisfactory pace of progress It is scarcely 
necessary to point out that every fall in exchange was not 
invariably accompanied by increased exports. In 1884-5 
and 1885-b for example, in spite of a heavy depreciation in 
the exchange rate and notwithstanding the fact that seasons 
were over and above good and harvests abundant exports 
not only not increased but actually declined in the first year 
and remained almost stationary in the second On the other 
band it is to be seen that save in the very exceptional year 
1890-1 exports throve remarkably well every time there 
was a rise m the exchange. It is particularly to be observed 
that the greatest and steadiest increase in exports was from 
1879-80 to 1883-4 when indeed the exchange was not 
declining but on the contrary kept fairly steady It is also 
worthy of note that while for some years before the fall in 
exchange commenced the imports had in fact been steadily 
diminishing after the fall the downward trend was not only 
checked but was in turn succeeded by a \ cry rapid growth 
of imports Yet the contrary should have been the case if 
the dictum at all held good. 

Let us apply another test bearing more directly upon the 
point in dispute Let us take into examination our trade 
with the United Kingdom which was the gold standard coun 
try par excellence There is inserted on the following page at 
the end of this paragraph a table showing in parallel column* 
the rate of exchange and the centesimal variations of import* 
from and exports to the United Kingdom in each year from 
1874-5 to 1 891-2 Upon examination it would appear that 
there was nothing in the course of that trade which in any « J> 
countenanced the theory Exports and import* to and f 10m 
that country followed their own development* rrgardlrv* of 
the alleged effects of rising or falling exchange Doubt!’— 'X 
our export trade with it showed striking (bvdopment (tartar 
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the period but, notwithstanding what the apologists of a 
falling exchange may have said, it was nothing extraordinary 
On the contrary, ms-d-vis the import trade, the growth of our 
exports would actually appear to be much less marked 
Where, then, was the support for the low exchange stimulus 
theory ? 


TABLE SHOWING THE PROGRESS OF THE TRADE OF INDIA 
WITH THE UNITED KINGDOM 1 


Year 

Average Rate of 

Variations In Merchandise only 

Exchange 

Imports into 

India 

Exports from 
India 

1874-5 

d 

22 156 

IOO 

100 

1875-6 

21 626 

104 

IOI 

1876-7 

20 508 

IOI 

IOI 

1877-8 

20 791 

110 

107 

1878-9 

19 794 

98 

93 

1879-80 

19 961 

109 

99 

1880-1 

19 956 

140 

112 

X88X-2 

19 895 

131 

126 

1882-3 

19 525 

137 1 

128 

1883-4 

19 536 

146 

131 

i8 84-5 

19308 

143 

121 

1885-6 

18 254 

142 

124 

1886-7 

17 441 

159 

124 

1887-8 

16 898 

167 

126 

1888-9 

16379 

179 

135 

1889-90 

16 566 

171 

I4I 

1890-1 

18 090 

177 

Il8 

1891-2 

16 733 

167 

125 


It is equally futile to search for any correlation between 
the course of exchange and the movements of particular 
imports or exports Sometimes when exchange fell, many 
of the exports increased but some, on the other hand, 
decreased , while the reverse was as frequently the case 
Conversely with a rise m exchange there sometimes occurred, 
quite m apparent conformity to the theory, a decrease in 
most exports and an mcrease m most imports, but at other 
times it was just the opposite In other words, the sequence 
from a particular fall or nse in exchange was never uniformly 
in one direction for all items, nor always the same for one 

1 Extracted from Appendix II of the Report of the Indian Currency 
Commission, 1893, C-7060-IL 
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single item Let us illustrate what we say in a more concrete 
maimer To this end there ia adjoined a table (which on 
account of its size, we have preferred to relegate to the 
Appendix see Table V) showing in the first column the 
annual variations of exchange between 1868-9 and 1891-2 
and in successive columns the movements over the same 
penod of the principal items of our export trade. Wc how 
ever append here a diagrammatic representation of the 
whole which at once shows the wide diversity in the mo\ e- 
ments of the individual articles of trade following their own 
course irrespective of the variations of exchange. If we now 
glance down the several columns of the afore-mentioned 
table we discover no year on which we can put our finger 
to show even a fairly dose correspondence between a drop 
in the exchange and a general stimulus to exports or per 
contra a rise in the exchange and a contraction m all or 
most exports Take any year at random say 1876-7 
when exchange dropped heavily Were all or even most 
exports stimulated on that account ? Restricting ourselves 
to chief exports to gold countries for they alone were likely 
to be affected wc find that two of the most imjx) riant staples 
seeds and raw jute shrank rather than expanded both in 
quantitv as well as in value hides and skins and tea under 
went no more than their usual devdopment indigo 
increased in quantity but suffered diminution m value while 
just the contrary was the case with wool cotton and coffee 
persisted in their downward trend wheat was the only 
artide which shot up with a sudden big bound. Quite 
obviously the movements of the several Items were v> 
extremely divergent that it was impossible to find the least 
foundation for a theory seeking to establish some sort of a 
link between exchange and trade Again to illustrate the 
opposite case wc take the following year when the rate of 
exchange went up slightly Did it produce any prtrrptffd'* 
restrictive influence on the movements of our exports ? On 
the contrary there was evidenced a notable drvrlopnvnt in 
all brandies of the trade except in the crnnptfattvdy 
unimportant item wool and in coffee and cotton which 
were steadily on the down grade for many years put 
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Next, when we turn from a horizontal to a vertical study 
of the table, that is to say, from an examination of the 
behaviour of all exports m a smgle year to a similar scrutiny 
of a smgle export m all years, we are confronted with a 
conclusion which does not at all differ from the above 
Whether we take commodities like opium and cotton manu- 
factures, which had their outlets almost exclusively in silver 
countries, or those like raw cotton, seeds, wheat, raw jute, 
tea, hides and skins, wool, etc , the bulk of which were 
usually exported to that part of the world which was on 
gold basis, or again a commodity like rice which used to be 
fairly equally divided between the two groups, the figures 
disclose no such difference m the course of their trade as can 
be construed even with some show of outward reason to 
have arisen from differences in monetary standards and 
consequently from conditions of exchange For instance, 
the trade m raw cotton, exhibiting a marked downward 
tendency throughout the period, will seem to have hardly 
profited at all from the falling exchange On the other hand, 
the opium trade, though without any so-called exchange 
stimulus, did at least register a more satisfactory progress, 
both m quantity as well as m value, even though it showed no 
signs of vitality If, however, trades in seeds and raw jute 
underwent remarkable development during the period, the 
progress was even more pronounced in exports of cotton 
manufactures, which were entirely vended m silver standard 
countries The record of the growth of rice exports com- 
pared only somewhat unfavourably with hides and skins 
trade and showed itself distinctly to its advantage m com- 
parison with indigo and wool The phenomenally staking 
development of wheat and tea might at first blush appear to 
have something to do with exchange , but, m fact, there was 
not the least foundation for any such belief A minute 
examination of the various influences which actually shaped 
the course of wheat and tea exports will, however, take us too 
far afield Be it enough to pomt out here that, m regard to 
the two above-mentioned commodities, as m regard to every 
other, there was no exact traceable connection from year to 
year between exchange and exports In its temporary 
M 
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oscillations wheat showed clear marks of the influence of the 
seasons rather than of the variations of the exchange rate 
while its broad long period movement, evincing a remarkable 
degree of development, was clearly the outcome of more 
permanent causes such as the gradual reduction of costs of 
transport to the seaboard and of handling charges at tbe 
ports unprecedented depression m oceanic freights and 
extension of railway and irrigation mileages 1 As to tea 
it is clear that it pursued a path of steady unbroken 
progress irrespective of the freaks of exchange. Besides, it 
must be borne in mind that Indian tea expanded its market 
largely at the expense of China tea which however should 
have equally profited from a falling exchange. The above 
considerations alone would be sufficient to throw doubts on 
and even invalidate the assumption of exchange phenomena 
as adequate and satisfactory explanations of the progress of 
the wheat and tea trades To sum up and conclude our 
discussions on the point the whole truth was that the 
fluctuations of the individual commodities so closely cor 
responded to effects from known causes, such as meteoro- 
logical changes provision of some new facilities etc. or in 
the case of commodities like cotton coffee or indigo to other 
special circumstances of their own that one was left wonder 
ing if the impress of exchange was at all discernible on the 
course of trade of any of them 

It is needless for us to go into similar details about 
individual imports The attached diagram will dear!) bring 
out that in the case of tbe most important item namcl) 
cotton piece-goods the course of its trade was in no ostensible 
manner affected by movements of exchange V c also give on 
page 164 in a tabular form the statistics of quantities ns wrl! 
as of values of thepnncipal articles of merdtandhe imported 
On reference to it it would be abundant!) clear that tfi'-rr 
was nowhere an) trace of fallmg exchange standing in th« 
wa> of broad general development* of fmjort* from poll 
countries either absolute!) or relative to an t f 
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copper, received m substantial quantities from silver 
countries 

The conclusion, therefore, that emerges from our prolonged 
analysis is best expressed m the words with which Lord 
Herschell’s Committee summed up their investigations on 
the pomt. " Upon the whole,” wrote the Commissioners, 
“ we cannot see any evidence that the effect of a falling 
exchange on the country at large, m influencing either 
exports or imports, has over a senes of years been very 
considerable ” 1 In this opinion the next Currency Com- 
mittee of 1898, over which Sir Henry Fowler presided, fully 
acquiesced 2 


IV 

INVESTIGATIONS INTO THE REASONS FOR ABSENCE OF ANY 
PREVAILING INFLUENCE OF EXCHANGE ON INDIAN TRADE 

RETURNS 

It is, however, interesting to note that we have in con- 
tradiction to our findings the authontative pronouncements, 
first of the Ceylon Silver Currency Commission, 1893-4, 
that “ the low pnce of silver has stimulated the production 
of many commodities ” and " has been for the benefit of the 
greatest number,” and subsequently of the Japanese Comage 
Investigation Commission of 1896 and the Mexican Monetary 
Commission of 1903, substantially to the same effect It 
falls outside the scope of our study to go behind the state- 
ments (which, at any rate, were expert opinions arrived at 
after long and careful study) , but in view of such con- 
tradictory findings it behoves us to enquire into the probable 
reasons which might have caused m India results different 
from those which happened elsewhere 
We attempted to make it clear at the outset that the mere 
fact of a fall m exchange, apart from any knowledge of „the 
conditions which brought it about or which followed in its 


1 Op ext , C 7060, p 12 
3 op ext , C 9390, pp 7-8 
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train does not enable ns to form any judgment as to its 
effects We must therefore begin our investigations from 
the fundamental source. A fall m the gold pncc of silver 
reflecting itself in the exchange ratio between the rupee and 
the pound sterling (or the standard coin of any other gold 
country) was the obvious disturbing factor in the situation 
It must however be realized that only if the price of silver 
in Europe went down irrespective of or faster than prices 
of other commodities and before silver fell in its purchasing 
power over goods m India, a bounty would in the first 
instance accrue to Indian exports from the disparity in the 
exchange and wholesale price-level ratios between India and 
other gold standard countries What indeed was really 
the case ? Silver m England far from declined in value o\ cr 
commodities as distinguished from its value in terms of gold 
alone and in India its depredation was quickly forestalled. 1 
In support of the first point a reference is invited to hem 
merer s Modern Currency Reforms p 18 where will bo found a 
table presenting the figures (which have been worked out 
from authoritative sources) relating to the purchasing power 
of silver over commodities in the United Kingdom As to 
the second part of the contention the absence of any jxrr 
sistent imports of silver during the penod was a strong 
presumptive proof in its favour * 

It seems however unnecessary to labour the point dis- 
cussed in the previous paragraph Even if we concede that 
there actually occurred a discord between exchange and 
wholesale price ratios on account of the fall in the gotd price 
of silver and there consequently arose a bounty on Indian 
exports it is as we explained here before an indisputable 
fact that a discrepancy of the above Und always eliminated 
itself quickly and the bounty never lasted beyond a period 
of momentary duration A carping entfe mij not however 
be satisfied with any such a fnon reasonings \S e m,i> well 
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imagine him saying that the action of competition is never 
so thorough and quick as the theorists are disposed to beheve 
We deem it necessary, therefore, to mtroduce some statistics 
m order to show that the price-levels of traded goods m 
England and m India were throughout the period in close 
adjustment to each other 

Let us now cast a glance at the appended chart and con- 
centrate for the moment our attention on the three curves 
which respectively represent the rupee prices of exports from 
and imports mto India and the general Enghsh prices 
expressed m terms of silver 1 We can easily discern from it 
the close parallel movements, broadly speaking, of the 
Indian export prices and the silver prices of commodities in 
England To a superficial glance the curve illustrating the 
prices of chief imports mto India will, however, reveal no 
readily recognizable resemblance to the line which traces the 
course of the Enghsh prices of commodities reduced to a 
silver basis Yet a close inspection will show that the 
general trend of the one curve is, on the whole, quite similar 
to that of the other , only the prices of Indian imports will 
appear to have moved during the greater part of the period 
much faster down than the average Enghsh prices This 
apparent disharmony was not, however, the consequence of 
any absence or lag of adjustment between the two On the 
contrary this was exactly m conformity to what ought to 
have been the case and was to be explained on the following 
ground On account of the development of more efficient 
methods, there was an especially heavy reduction of the 
prices of cotton manufactures and of iron Now, the 
Enghsh price-curve represented a summary expression of the 
price movements of the numerous articles entering mto the 
national economy of that country In such a medley of 
changes it was but natural that the effect of any particular 
diminution of the prices of cotton goods and iron would be 
largely obhterated On the other hand, the above two items, 
it was hardly an exaggeration to say, comprised nearly the 

1 The price quotations of British standard silver m London according 
to the Pixley and Abell tables have been used for the conversion of Enghsh 
gold prices into silver prices, 



i68 CURRENCY AND TRADE DEVELOPMENT 



Retail paces in India 
Indian prices f Atkinson s Index 
Numbers) 

0 Conors paces of the chief exports 
from Cakiitta.Bombcu/1 Rangoon to rupees 
0 Conors paces of the chief imports mto 
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entire value of imported goods in India and thus had a 
preponderating effect on the shape of the curve illustrative 
of Indian import prices m general Thus we can clearly 
conclude our discussion with the statement that the 
statistical evidence on the whole bears out our a prion 
assumption, namely, that there existed throughout the period 
a close adjustment m regard to prices of internationally- 
traded commodities at the ports 

What, now, about the general price and wage movements ? 
It is well to recognize from the beginning that during the 
greater part of the period the yearly mcreasmg difference 
between the relative exchange value of gold and silver 
currencies was an expression both of appreciation of gold 
and depreciation of silver, but chiefly of the former, especially 
till 1885 1 The marked fall m gold prices, more especially 
till the year 1885, is clearly exemplified by the curve 
illustrating Sauerbeck’s mdex number for general paces m 
England and was ostensibly brought about by the extension 
and improvement of production all over the world and 
cheapening of means of communication of which England 
naturally obtamed the full advantage under her free trade 
policy 2 It was, no doubt, often contended that such decline 
m gold pnces of Indian products as occurred during the 
penod was directly the outcome of a falling rupee exchange, 
but as the Currency Committee of 1893 pomted out, that 
" having regard to the phenomena presented m the case of 
Indian products not greatly open to competition, and to the 
necessary effect of competition m the case of those which 
are within the sphere of its influence, it seems far from clear 
that the fall m the gold price of Indian products would 
have been matenally less if the exchange had not fallen ” 
The decline m pace-levels m gold standard countaes was, 
therefore, beyond all reasonable doubt a phenomenon, 
independent of any alleged competitive effects from silver 
countaes Looking now at the general price-level m India, 

1 Vide here the table already referred to m Keramerer, op ' cit 
p 18 

8 Fowler, op cit , p 301 
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as represented by the broken line on the annexed chart 
No 9 we observe no very snre and adequate indication that 
pnces permanently settled themselves at any higher lead 
up till 1885 But subject as the Indian price-level always 
is to violent changes consequent on seasonal fluctuations 
it is always difficult to predicate anything about it with 
confidence. In this connection it is in the first place worth 
noticing that in the base year 1873-4 pnces were to a 
certain extent artificially lowered on account of the control 
exercised by the Government over the grain markets of 
Upper India for the purpose of conserving an adequate 
supply of grains m the tracts affected by famine 1 Secondly 
although pnces fell below 1873-4 level during the years of 
good harvests from 1881 to 1885 jet it was significant that 
they were generalfy speaking on a higher level os compared 
with any former year of equally good and abundant crops * 
In consideration of the above facts a slight upward move- 
ment of pnces between 1873 and 1885 might therefore on 
the whole be presumed However whatever room for 
differences of opinion might exist as to the probable trend o( 
Indian pnces up to 1883 their upward tendency smcc that 
date was beyond all question 
Looking once more at the diagram it will doubtless appear 
at the first glance that the yearly fluctuations oi general 
pnces in India bore no relation to corresponding movements 
of English silver prices Me must not however run pre 
dpitately to any conclusion from this Let us not here tor 
get the fundamental distinction between price movement* fn 
India and in England The pnee-curvc of an agricultural 
country like India especially during a period when reasnrul 
variations were frequent and extreme was bound to 1>* a 
curve of greater disquiet than that which traced tlw 
course oi price fluctuations in a pre-eminently imiudriil 
country like England. If we concentrate as we ought to 
on the broad movements of pnces rathrr than on yearly 
fluctuations it becomes evident that the tolerably (lit !*>»• 
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of the Indian price-curve up to the year 1883 (the occasional 
sharp peaks were caused, be it remembered, by unfavourable 
seasons) and its rather steep ascent from that time onwards 
broadly fitted m with the course traced by English silver 
prices which likewise showed no decided upward trend until 
1883, but since climbed, albeit somewhat more ]erkily, a 
similar path of ascent 

As we proceed now to study the course of retail prices 
(see the dash and stroke line on the diagram) based on seven 
chief food grams, which form the chief purchases and sales 
in India, we should bear in mind that such prices, especially 
m areas remote from European influences and still more 
when the grams themselves belong to the category of what 
are called non-traded goods, are subject to enormous 
fluctuations from year to year, m a manner qmte unthink- 
able in a country like England When we make proper 
allowance for them, we cannot but admit that retail pnces 
behaved during the period in fairly close conformity to 
wholesale pnces As with wholesale, so with retail pnces, 
the real trend was m the beginning obscured by capricious- 
ness of pnce movements Nevertheless, how much soever 
the fact may have been disguised, there was on the whole 
discernible m regard to both the curves a slight upward 
inclination In both cases again the tendency, at first not 
so clear and unmistakable, made itself definitely pronounced 
from 1883 onwards 

As regards movements of wages, it is in the first place to 
be borne in mind that over a large range of customary pay- 
ments wages are paid in commodities and not m money 
and therefore directly vary as pnces When, however, we 
speak of money wages, for a country like India, where 
customs and traditions dominate the economic system 
even to this day, the first presumption will naturally be that 
they must have been extremely slow to change or more 
probably they had not changed at all Let us see what was 
really the case We may preface our discussions on^the 
pomt with an opinion which O’Conor expressed in the course 
of his review of wage changes from 1861-73 to 1874-87 He 
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observed that although to a large extent wages are a 
matter of custom rather than of competition still they have 
to a visible extent a tendency to follow the course of prices. 1 
But our great difficulty on the point is that wages statistics 
themselves were so imperfect and defective that any con 
elusion drawn from them most be accepted with considerable 
reserve Moreover not to speak of the obvious limitations 
of wages statistics for India as a whole they were open to 
the further objection that compiled as they chiefly were from 
urban and suburban sources they were hardly representative 
of wage conditions in remote rural areas 
Taking them for what they ore worth we represent in the 
appended chart here the average wage rates in India for 
skilled and unskilled labour from 1873 from which it may 
be seen that wages both of skilled and unskilled labour but 
more especially the former steadily advanced with the me 
of pnees If it is borne in mind that on the whole the 
wage of skilled and unskilled labour in 1873 was rather 
higher than the average of the 14 years which ended in that 
year wages would not appear to have lagged so far behind 
even during the abnormal years of 1676-1880 It is note- 
worthy that during 1881-7 when pnees receded from the 
abnormal level reached in previous years the rates of wages 
exhibited no such tendency * Not only was the higher level 
fully maintamed but wages actually went still further up 
and even until the year 1892 the wages of skilled labour 
seemed to have been v ell in advance of pnees It was on!) 
for a few years from 1889 that the wage rates for unskilled 
agricultural labour failed to a certain extent to keep pace 
with the especially rapid movement of pnees which had *rt 
in since that date 

It must now be quite patent that the general assumption 
of man) business men of the time and t\m of some 
economists regarding the immoWUt) of Indian pfwmi and 
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wages during the period of depreciating silver was based on 
a hypothetical belief in the so-called uncbangeabihty of the 
East than on any actual scrutiny of facts A very con 
spicuous example of this was offered by so distinguished an 
economist as Professor Taussig In an article contributed to 
the Quarterly Journal of Economies in 1896 he opined 

The flow of specie to the East which has gone on for 
centuries has continued m much the same manner and as 
yet with much the same effects as before the fall in the pnee 
of silver Great quantities of that metal have continued to 
go to the East and there to sink away Prices have 
responded but slowly and feebly and with the decline fn 
the gold price of silver the Indian freedom of imported goods 
has had virtually the benefits of protection while the 
Indian producer of exported goods has had virtually a 
bounty 1 Our evidence is dear and adequate enough to 
challenge it not unquestionably to refute the above state- 
ment 

We must however be cautious not to overrate our 
case Evidently there was far from anything like 
mathematical precision in regard to the adjustment 
of Indian pnees and wages Besides it must be borne 
in mind that our data were in man} cases mi perfect 
and unreliable and no index number however perfect 
corresponds to a real thing but is at best an 
indication of a mere general drift. It cannot therefore 
be denied that ui some years a certain degree of stimulus 
may at random have been provided b} a sudden fall in 
exchange but our contention is that conditions having 
adjusted themselves fairly qufetf} an} accidental advantage 
of this land speedily died out It is also probable that som* 
times as circumstances approached adjustment <0 on** fall 
an additional fall may Jiavc meanwhile occurred and ^ 
what prolonged the interval before the lnrwa> was who,!} 
made up Such spasmodic influences it muU howrvtt f*'* 
rccugmzed could not have provided an> syrtmatt pro- 
tection or bount\ to Indian producer! they r T~tly 
» Oclotw tfY r 1 
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served to make bade psana..! m a " s'*n<\> of msbo and 
pauses ” 

If now uc look at the <. nx \ <\s of English pri<o and wage* 
{toe the chart on page 173). w< doubt let 1 ' oh'-'TW a gmdually 
widening discrepancy b; tweui Gu m Omte appai t ntly tin 
English wage-level did not Htmv ,inv inclination to trend the 
footsteps of the desc* /.ding p'$C' v -le\H of Englmd. pci Imp*- 
because organized back unions* sto-nJ as an obstarh 111 tin 
wav of any nccc-.*iry adjunnnnt Hu situation doubt- 
less offered an oppobumu to the products of our country 
to profit at the e\j^n c,> of tlu emlvrra^'td uvnl country s 
where, as in England, wage 4 * did n-g quickly accommodate 
themselves to the rapid fail of prices In the last .analysis, 
however. v< wc shall hcreafto mo;, fully d^niss, tlu* range 
of elective competition b- tween Indim pmdurts and thm*.' 
of gold countries was \ ( rv n irrow mdo d 1 lu opportunity 
brought to the Indian producers* b\ the conjuncture docribt d 
a moment ago was, therefore, mor<' theoretical than of unv 
actual practical consequence 


V 

CONCLUSION 

In the light of our above discussions, it should not now 
be difficult to see why the much talked of exchange stimulus 
proved to be more or less a chimera, when subjected to the 
actual test of our trade figures Thus, at the end of our 
study, it transpires that in the actual course of the develop- 
ment of our trade, the currency and exchange factoi counted 
for very much less than was generally supposed Wc 
averred at the outset and we affirm it once again that our 
foreign trade during the period was undoubtedly harassed 
by violent fluctuations of exchange, and this, m our opinion 
was the only persistent influence which exchange exerted on 
trade throughout the period It is not, perhaps, necessary to 
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remind the reader that thanks however to unprecedented 
redaction m sea freights total absence of all customs bamers 
and above all to the driving force of the new economic 
environment onr commerce with foreign conntnes triumphed 
over this as over every other obstacle and its record during 
the period though somewhat chequered was on the whole 
such as we might look upon with feelings of satisfaction 



CHAPTER VIII 


Currency Changes and Trade Development after the 
Closure of the Mints 

I 

historical introduction 

In this chapter we shall discuss the significance and effects 
from trade point of view of the new aspect which the currency 
situation acquired after the closure of the Indian mints to 
the free coinage of silver in 1893. 

Into the details of the monetary history — how the India 
Government’s first proposal as far back as 1878 to adopt a 
gold standard was turned down, how the Government of 
India since pinned its faith on the probable international 
acceptance of the bimetallic standard and thus " sat con- 
tentedly on the eggs which had long smce been addled,” and 
how at last the famtest ray of bimetallic hope vanished into 
thin air with the unsuccessful termination of the Brussels 
Conference in October, 1892 — the scope of our subject does 
not permit us to go Be it enough to note that till 1893 
nothing was actually done towards currency reforms though 
much ink was spilt on the subject in frequent despatches 
between the Government of India and the Home Govern- 
ment Quite apart from considerations cf other incon- 
veniences of a depreciating exchange, it was imperative for 
the Indian exchequer to find a way out of the impasse in 
which it found itself on account of the growing burden which 
every fall in exchange added to its sterling obligations 
The lukewarm support which the object of the Brussels 
Conference received from the British Government made its 
failure almost a foregone conclusion So in the beginning of 
n X77 
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1892 some time before the Conference assembled rcpre<en 
tatrrcs of mercantile communities brought the question ol 
the gold standard for India once again into prominence. 
Accordingly on 21st June 1892 the Government of India 
moved the Secretary of State for permission to dose the 
mmts to free comage of silver and take other necessary steps 
for the introduction of a gold standard in default of any 
agreement on bimetallism at the Conference The com 
mumcation led to the appointment in October 18Q2 of the 
Indian Currency Committee under the chairmanship of Lord 
Herschell 

Lord Herschell s Committee which reported in Mat i8oy 
approved of the India Government s proposal for the 
immediate closure of the mmts with a mciv to the ultimate 
adoption ol the gold standard subject to the safeguarding 
proviso that the Government would at the same time pledge 
itself to supply rupees in exc h ange (or gold and to accept 
gold in payment of public dues at the rate ol i6d to the 
rupee. The adoption of r6d. rate was not suggested as a 
permanent step but was recommended on a purely tentative 
basis especially among other reasons to provide against 
the very probable contingency ol a great and sudden advance 
In exchange 1 

The above recommendations were accepted by the Govtrn 
ment and given effect to on 26th June 1893 At the time 
ol the introduction ol the measure into the Council the 
Finance Member said It may be that the gold standard 
can be made effective from the first though it will not lie 
secure until there is a considerable amount ol gold in our 
treasuries and bants Or it may be that the mating of the 
gold standard effective and the establishment of It on the 
same basis will involve a long and arduous struggle ami 
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necessitate heavy sacrifices Time alone can show which 
view is correct ” 1 Unfortunately, however, it was the 
pessimistic view which proved to be true The period of 
transition, much longer than was at first generally antici- 
pated, turned out as one of extreme tension, while the 
absence of any definite scheme to put the rupee on a gold 
basis and the vague but widespread general suspicion, not 
altogether unjustified, that the Government aimed at a 
higher value of the rupee than was warranted by laws of 
supply and demand, were not calculated to bring back 
confidence quickly 

It was, no doubt, obvious to everybody that the first effect 
of the new policy would be to transfer all the disadvantages 
of fluctuating exchanges from trade with gold standard to 
that with silver standard countries It would thus be setting 
up between India and the Far East the very barrier which 
was harassing her trade with the West It was, no doubt, 
rightly urged that Indian trade with gold countries was twice 
as great as trade with silver countries and this was one of the 
chief considerations which turned the scale m favour of the 
change But, on the other hand, the fact was not altogether 
to be neglected that the importance of the Eastern trade 
was not to be measured merely by its volume ; for, the 
prosperity of the one genuinely national industry, which was 
yet m its formative period, was very much bound up with the 
Eastern markets Further, any adverse effect on trade with 
silver countries was especially prejudicial to the interests of 
a debtor country like India which was at the time more 
dependent on its commercial intercourse with silver countries 
than upon that with gold countries for the mamtenance of its 
favourable balance of trade 2 On the whole, however, it is 
impossible to deny the desuability of the change which, to 
borrow the elegant language of Marshall, was like " bringing 
the railway gauge on the side branches of the world's railways 
into unison with the mam lines ” 3 It was, therefore, only an 
irony of events that, while the silver exchange at once broke 

* Proceedings of the Governor-General's Council, op at , p 276, 

5 Sec Chablam, Indian Currency and Exchange, pp ioq-io 

3 Op at, C 9222, Q 11,815, pp 80-81, ' 
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loose from its old moonngs and all its evils only too qmddy 
appeared, the much expected stability of gold exchange was 
rather slow to come. 

When the proposed currency changes came to be known 

speculation was encouraged by a pervading sense of optimism . 

The opinion came somehow to prevail that the r6d. ratio 
would become effective from the first. The exchange which 
stood at xs 2|d, on 31st May 1893 the date of the Hcrschell 
Report was forced up by the operations of the bulls (if 
the epithet be permitted) in the exchange market and for a 
day on 27th June it even touched is, 48 The reaction was 
quick to come. The subsequent fall in exchange was on)) as 
heavy as the rise was great. The real nature of the metconc 
rise in exchange was hardly perceived at the time The 
Government was easily deluded into the belief that the) had 
very nearly attained their object. The) therefore persisted 
as far as they could till January 1804 in a strenuous but un 
successful attempt to peg the exchange b) insisting on a 
minimum price for Council bills Confusion became worse 
confounded when the Government after one unsuccessful 
attempt to prop up exchange at a certain point proceeded in 
turn to hold out for another and lower minimum Such 
arbitrary interference with exchange on)) helped to enhance 
still further the atmosphere ot doubt and distrust and put a 
further premium on speculation For a tune it had indeed 
almost a paralysing effect on export trade Meanwhile 
exchange which had scant respect for Government fiat 
followed its downward coarse until on January 23rd 1*95 
the nadir was reached at is ol,d At tliat point the til" 
turned and there began a stead) upward movement so that 
exchange regained the rate o( ifid. in the beginning of 
It appeared that the Government s attempt to obtain a tM 
rate by starving the circulation was at last rewarded with 
success. Nevertheless the future was yet tar from clear and 
certain So man) other (actors were influencing ricbanr- 
at the time one tva) or the other that doubt and utwertainty 
still lingered in every mind There were tor lmtaro- the 
effects of famine plague and war which on th' o— h~>~' 

I ended to drag the exchange down On th" otlT th*rr wirr 



FALLING EXCHANGE iSr 

heavy bonowings m London on behalf of the India Govern- 
ment, large reductions of the Secretary of State’s drawings, 
shrinkage of imports of silver due to closure of mints and 
subsequent imposition of import duty and lastly the upward 
trend of gold prices especially manifest after 1896— all more 
or less tending to force it up Then, as we said above, there 
haunted m the minds of the people nervous suspicion about 
the future of the Government’s policy itself The outcome 
of this prevailing air of scepticism was an eager haste on the 
part of the Europeans to strike while the iron was hot and to 
seize any opportunity of a rise m exchange to convert then 
investments and savings into sterling Such remittances 
only added still further to the fluctuations and uncertainties 
of exchange 

Thus we see the truth of what was said in the beginning — a 
policy which aimed at increased certainty in regard to 
Indian trade with Western countries was actually followed 
by increased uncertainty Even if the actual fluctuations 
did not nearly approach those of the past, 1 they were yet 
wide enough to disturb expectation and infuse a spirit of 
uneasiness and thus embarrass and clog the wheels of trade. 
In some respects they had even worse effects, because they 
were often more unexpected 


II 


FALLING EXCHANGE AND PROBABLE GAIN OR LOSS TO INDIAN 

TRADE 


The innovation of 1893, it was very much feared, would be 
attended with some very grave and disastrous consequences 
for Indian industry and trade. Smce too much was made 
of the falling exchange at the tune, it may not be inappro- 
priate to emphasize here the very strictly limited scope of 
any gam that a falling exchange may m any case confei* It 
is quite manifest that the alleged advantage of a falling 


1 See Despatch of the Govt of India to the Secy 
1898, East India (Currency), C 8840, p 4 
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exchange can last only during a temporary period of dis- 
equilibrium more or less varying m duration according to 
circumstances. Generally spealang therefore no connhy 
can permanently benefit or suffer in respect of its natural 
advantages merely by changes in the external value ol its 
currency As Professor Marshall says The change in the 
currency does not affect the amount of calico which can be 
brought bach for a chest of tea of a given quality and there- 
fore it docs not affect the advantages of the trade as between 
the nations 1 It must also be obvious that whatever 
prosperity may come m export industries wQl be derived at 
the expense of the wage-earners which of course means an 
entirely unwelcome change in soda] conditions A point 
must therefore soon come when the injury' inflicted on 
consumers and labourers will wholly outweigh any advantage 
that a lallmg cxdiange may bnng to the producing classes 
Were it not the case continuous depreciation of curtcncy 
till it was as dieap as sea-sand would have opened the 
shortest cut to industrial success lor a nation Truly was it 
remarked by Mr Machay (afterwards Lord Indicapc) It is 
as hopeless to expect prosperity from a continuously falling 
exchange as it is to expect health in the human body from 
continuously increasing the use of stimulants In both 
cases the reaction mnst sooner or later come ’ 

It is however conceivable that abiding benefits may 
incidentally result Irom such casual encouragement of pro- 
duction if the opportunities of the transition penod can 
properly be turned to account m introducing Improvements, 
Tor such economies when once acquired are never wholly 
lost and they may in some cases prove just uselnl in helping 
suitable but struggling industries on to their leet or In 
enabling some growing Industry to capture some foreign 
market In actual practice It Is highly improbable that 
mere chance gams without any reasonable certainty of tlreir 
continuance will ever lead to adoption ot any substantia! 
improvements Anyway the very suggestion that any to It 
opportunity assuming it to lave arisen was bit!) to (' 

1 lo^PrCota ttrpi ttt l vill 'J *> 1 
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seized upon for the introduction of any perceptible improve- 
ments m regard to the production of most Indian exports, 
cereals and fibres, is on the face of it absurd Grown as such 
commodities are by small cultivators, steeped m ignorance 
and poverty, who probably seldom shared the gams, if any, 
from falling exchange, it is hardly necessary to point out 
that there must precede a radical change m the routine of 
their life and a considerable enlargement of their mental 
equipment before it was permissible to talk of our peasants 
sloughmg off their time-worn methods of production, much 
less to take prompt advantage m the manner above indicated 
of any opportunity which falling exchange might place at 
their disposal 

If we really think over the matter carefully, there is no 
escape fiom the conclusion that, m her circumstances, India, 
m fact, had very little to benefit from falling exchange, 
though she had much to lose m several ways Assume for a 
moment that a regular exchange stimulus actually occurred. 
What, then, would be the probable range of permanent gains ? 

In respect of not a few exports (e g , opium, nee, coffee, 
tea), competition m which, whether actual or potential, rested 
with countnes whose currencies were equally or even more 
depreciated, falling exchange would evidently bnng our 
producers no supenor advantage over their nvals. In such 
commodities as wheat, cotton and wool, the supenonty was 
so decidedly and overwhelmingly with foreign countnes that 
there was no question of India stealing a march over them 
through the surreptitious influence of a depreciating cur- 
rency In jute she had anyhow an impregnable position and 
had therefore hardly anything to gam from such adventitious 
aids Indigo, too, was more or less her monopoly during the 
penod and no dose of exchange stimulus could have saved it 
from the staggermg blow which was ultimately dealt to it 
Of the two important infant industries, jute and cotton, 
the former, with its great natural advantages, needed no 
crutch to stand upon The cotton industry, too, was al the 
time firmly secure against any external competition in the 
particular classes of goods which it supplied in the home 
market The manufacture of native mills consisted almost 
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exclusively of coarse goods m respect of which the advan 
tages were overwhelmingly in favour of the domestic pro- 
ducers Theywereconstantlydnvingtheforcigncompetitor 
out of the Indian market and nobody even suggested that 
their power to do so was in any way dependent on the cur 
rency situation In fact by the tune the mints were closed, 
they had established their complete supremacy within their 
own sphere, and the competition between domestic and 
imported goods had narrowed down to an insignificantly 
small area. On the one band there was no earthly chance 
that the foreign manufacturer would be able to reassert 
bimself in a market where the advantages were so pre- 
ponderantly m favour of the indigenous producer and on 
the other owing to bonnds imposed by the character of the 
indigenously grown raw cotton there was no immediate 
prospect of the native industry entering into the production 
of the finer range ot goods and encroaching in any appreciable 
manner upon the ground of which the foreign manufacturer 
was in complete possession Obviously then any artificial 
advantage for the cotton industry seas at the moment wliolk 
superfluous 

It may agam be hastily supposed that the rapid expansion 
of our yam trade with China was materially assisted hy the 
currency situation which enabled our goods to compete under 
mure favourable circumstances with similar British products 
and consequently the loss oi the above stimulus might 
prejudicially affect the future of the trade The fact how 
ever was as Professor Sargent clearly pointed out Indian 
yam was finding a market hitherto untouched 1 The 
rcalchange which was happening wasin thesuhstitutior? 
in the hand loom industry ot China of Indian mathme-spun 
yam for that from the native raw cotton ’ The competition 
which indeed arose after the stoppage of the mints was 
not with Great Britain but with Japan and as we shall 
hereafter see there was no ground to suppose that (he co in' 
of our cotton export trade to China would has-e teen 
materially different from what it actually had hem in ea ' 
India chose to remain on the silver standard 
1 Of- r»r.p. aj j* * 
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The conclusion is therefore mesca.pa.ble that, even assuming 
the existence of a regular exchange stimulus during the 
years when the mints were open to the free coinage of silver, 
India had hardly anything to gam from the maintenance of 
the status quo m respect of the currency situation On the 
other hand, there was no doubt of the fact that a con- 
tinuously f allin g rupee discouraged that m vestment of foreign 
capital m India on which her economic future so largely 
depended For, " those who are able to lend capital 
to India live exclusively m countries with a gold standard ; 
and those people are apt to regard gold value as a fixed point, 
and to treat variations m the gold value of the rupee as 
equivalent to variations m its real value But this habit 
of t hinkin g of gold value as a fixed pomt, whether nght or 
wrong, does affect the willingness of investing nations to send 
their capital to India , and it makes them grasp . at an 
opportunity of gettmg back their capital on good terms m 
gold M1 The extent and character of the loss from this cause 
can only be realized when we remember that the execution 
of important public works calculated to add to the develop- 
ment and prospenty of the country, exploitation of all her 
resources with which she is so nchly endowed by nature, and 
the pace of her industrialization, all hinged on an adequate 
and regular inflow of foreign capital into the country Such 
being the case, who would desiderate the so-called stimulus 
from falling exchange for India ? 

Nevertheless, it is true to say that it was a fairly general 
belief among Indian business men at the time that they were 
actually reaping a profit from falling exchange and they 
very much apprehended the loss of the fancied gam The 
extremists among them filled the sky with vociferous pre- 
dictions of an inevitable and disastrous commercial setback 
Java loomed large before the eyes of such alarmists as the 
shocking example of the fatal consequences of the abandon- 
ment of silver standard Impartial observers tried m vam 
to comfort them with the assurance that what they believed 
to have been the effects of suspension of free comage m that 
country were, in fact, attributable to extraneous and more 

1 Marshall, op at , Q ix, 773 
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or less accidental circumstances. Even the fact of Jaw s 
subsequent recovery from the cnsis which befell her in the 
past instilled no hope in their minds 

It is however as useless to aigue against a purely 
assumed point as it is to fight against a shadow Our 
review of trade for subsequent years showed that no such 
due consequences ever ensued. On the other hand there 
cannot be any doubt that the long run effect on every 
branch of export trade was deadedfy for the better The 
only two hues of exports which appear not to have 
done weff in subsequent years were coflee and indigo 
but they were already on the wane for special causes of thar 
own. In the case of coffee the competition was with Brasil 
which had not merely the whip-hand of the market but was 
itself on depredated paper Only a regular race in depre- 
ciation could have kept up on balance any such spurious 
advantage for India and after all the coffee industry 
cannot be regarded os having fared at all badly when its 
records in years immediately before and after the closure of 
the mints were compared As for indigo when we come to 
know the true cause of its decline aD fears expressed at the 
tame of the closure of the mints only serve to remind us of 
the story of the one-eyed deer which apprehended Us danger 
where it did not come from 


III 

EMBARRASSING ASPECTS OF TOE CLOSURE OF THE MINTS 
examined in reference to toe course or TBsnr 

There were enough of gloomy forebodings from the tnrdt 
of evil presage It is hardly worth while to recall them all 
from their deserved oblivion We tarn straight off from 
what was a mere bugbear to such considerations ns afforded 
real'causes of anxiety 

The question of probable loss or injury from the clmure H 
the mints presented itself under the following atpwtr (t) 
tmbarrassmmts of trade with silver itandird annul'* 
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(2) Stimulation of imports under moie favourable circum- 
stances from silver countries into India and the consequent 
loss or injury to domestic industries. (3) Check to Indian 
exports m competition with silver-using countries both m 
their own as well as m neutral markets 
With reference to trade with silver standard countries, 
the rupture of the par of exchange was no doubt the first 
obvious mconvemence to be reckoned with But it was a 
nsk which, we know, was deliberately taken For a time, 
indeed, the consequence was nothing short of disastrous 
Within a week of the closure of the mints, the price of silver 
dropped from 37 hi to 30 d The effect of so sudden and 
violent a fall on exchange and trade is better imagined than 
described The exchange between India and China, foi 
instance, which all along stood at about 220 lupees pei 100 
dollars, at once tottered down to Rs. 192, and tiade was vn- 
tually brought to a standstill 1 The effect of disturbance 
on trade with silver countries lingered for five months, during 
which commerce was very much harassed and interrupted 
As wholesale prices at the ports began to reaccommodate 
themselves, conditions began to be more normal True it is 
that m subsequent history of silver exchange there never 
was repeated so sudden and violent a shock as happened 
immediately after the closure of Indian mmts All the same 
the price of silver, assisted still further by the repeal of the 
American silver purchase clause which came immediately 
after, followed with constant fluctuations its path of descent 
It will be contrary not merely to theory but to all experience 
to say that a state of affairs so eminently unsettled had not 
its deterrent effects on trade It is, however, reassuring to 
note that m the long run the embarrassments of exchange 
fluctuations were not able to make themselves prevail. In 
spite of all eccentricities to which silver exchange was heir, 
trade with silver standard countries, as may be seen from 
column one of the table on page 188, more or less went 
forward from year to year since 1893-4 From this table 
it will also appear that, as compared with trade with 
gold standard countries, which, however, was no less 
1 See Remew of Trade for India, 1893-4, P 4 
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subject to the same land of harassing influences trade 
with silver countries fared on the whole better It is also 
instructive to note that while in previous 3 -ears the per 
centage share of the total Indian trade with stiver countries 
was steadily on the decline in after years it general!) pointed 
towards an increase though the result was brought about 
more by the fall m the value of trade with gold countries 
and less by nsc m trade with silver countries. 

Wc now advert to the next point— how India was for the 
tune being on unfair terms of competition with silver 
countries and how far, if at all she suffered from its con 
serjuences With the cessation of free coinage and the 
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Government s careful policy not to add to its areulation the 
rupee naturally became divorced from the market value of 
its silicr contents and became linked up with gold at a mute 
or less fixed value Since iSg6 as we to) mull it became 
definitely anchored to it On the other hand part pa lit* 
with the (all in the market price ol silver winch thr suspen- 
sion of the rupee coinage itself liad to a large extent pre- 
cipitated the foreign exchanges ol China and »uch oilier 
countries continued to depreciate But the) now dryer 
dated in reference not mere!) to gold countries of the tint 
as in the past but in reference to India as well It then m 
account ol the characteristic inertia of Eastern eonntifm 
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inland prices, wages, etc , were long kept from adjustment 
the producers and exporters there would obtain the artificial 
advantages which, as we observed, did m such circumstances 
arise from depreciating currency. It would thus mtroduce 
senotis complications into Indian trade, faced as it would be 
with the augmented competitive power of its rivals wherever 
they met together Again, the advantages, assuming them 
to have arisen, must have constantly increased and affected 
India more and more adversely as the disparity between the 
exchange value of the rupee and its intrinsic value widened 
with the lapse of years 1 

To take, first of all, the case where some Indian industry 
may have been prejudicially affected at home by some 
artificially stimulated imports from silver countries The 
only instance of this kind of competition was provided by 
the already decadent Indian silk trade, which more and more 
was being replaced even in the domestic market by imports 
from China It was already so reduced in importance and 
its inferiority and difficulties were so manifest that the point 
was hardly pressed even during the stormy days of currency 
agitation The true causes of the decay of the silk industry 
and trade and the reasons for the comparative efficacy of 
Chinese and Japanese manufacture form, however, an 
interesting side issue which we cannot discuss here It is 
sufficient unto our purpose to note that no one ever sug- 
gested conditions of exchange to have been in any way 
accountable for the inroad of the Far Eastern silk into our 
market 

Next we take up the question of Indian competition with 
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silver countries in the latter s own grounds Of such 
countries with which India had commercial intercourse 
only two deserve notice in this connection China and Japan 
From the standpoint either of importance of trade or of its 
size China was no doubt by far in the lead. Of the rest 
the Straits Settlement was the onl) country which maj be 
sard to have had Indian trade of an) magnitude. Our com 
mercial transaction with that country was however to a 
preponderant degree transit trade only and docs not there- 
fore concern us here directly in regard to the part icular point 
which is now under discussion. Our Japanese trade was 
without doubt as jet very small in fact smaller than that of 
many other silver using countries Wc cannot however 
leave it out of our consideration here not merely because it 
already showed considerable promise of development but 
because it possessed in man} respects an importance largely 
in excess of its actual volume 
To tale first of all the case of China There according 
to the index number published b> Fisher m his Rate of 
Interest p 426 1 paces in Shanghai showed an advance of 
nine per cent only between 1873 and 1894 although the 
exchange depreciation of the Chinese currency in reference to 
gold was many times more over the same period It must 
moreover be borne in mind that paces in a bus) comer 
like Shanghai were not to be taken as representative of Chuu 
generally Their influence would not be felt 100 miles in the 
interior It seemed quite certain said the t lien English 
Consul at Shanghai that up to 1894 or 1893 there was no 
perceptible rise of silver paces in China Since 1895 a 
rise in numerous articles of export was without doubt 
noticeable but this in his opinion was the result of tlr 
upward movement of gold pnees which liad set in at about 
that time and he further affirmed that the higher export 
paces had not yet reflected themselves in cash prices in t! ** 
intenor It appears that copper cash the chief medium * l 
internal retail transactions had befuren iS?o 
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but more especially during the last few years, appreciated to 
the extent of 15 per cent, in terms of silver This, however, 
was no sure indication that the latter had suffered an 
equivalent diminution m respect of its purchasmg power over 
commodities in the interior For any such inference would 
be warranted only on the assumption that the appreciation 
of copper cash was entirely in reference to silver alone and it 
did not m any way represent appreciation over other com- 
modities In the opmion of the Consul, whom we previously 
quoted, it was altogether unlikely that the above was true 
Personally he was rather inclined to the view, though he was 
unable to offer any corroborative statistics, that, between 
1870 and 1898, cash copper prices of commodities had indeed 
fallen, if not exactly by 15 per cent , at any rate in a very 
appreciable manner 

Thus our evidence, though inadequate and somewhat 
contradictory as to details, was nevertheless unmistakable 
about the mam fact, namely, that there existed a very 
pronounced lag of adjustment in respect of pnces, etc , m 
China during the period of the fall m the gold price of silver 
Generally speaking, therefore, she had an advantage over 
India in those years and if only she had the power to turn it 
to account, it was possible for her to compete with India on 
exceedingly favourable terms both at home and abroad 

Now, our exports to China consisted only of two articles 
of importance — opium and cotton yam A third, raw cotton, 
may just deserve mention In all the three articles there 
was competition, actual or potential, from indigenous 
sources But the exports of raw cotton, which totalled 
Rs 1,650,740 in 1868-9, dropped to Rs 565,706 m 1878-9 
and stood at Rs 266,051 and Rs 126,880 m the two years 
immediately before the closure of the mints It was, therefore, 
already a lost trade, which, it may be parenthetically added, 
rather gamed than lost its ground m the years just following 
the closure of the mints, as may be evidenced from the follow- 
ing figures of exports of raw cotton from India to China' 
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So in regard to the China trade the question resolved itself 
mto competition between India and China in opium and 
yam. 

With regard to opium it must m the first place be noted 
that it had long lost its character ol monopoly in the China 
market and was already a dwindling trade. On account ot 
growing competition from Persian and native-grown product 
our exports to China had fallen from 91 798 chests in 18S2-3 
to 87 558 chests m 1891-2 and 75 384 chests m 1891-3 
For some years after the closure of the mints the exports 
began to decline very quickly indeed. For instance in four 
years from 1892-3 the fall was nearly as great as it had been 
during the whole of the previous decade. It appeared as if 
the opium trade had succumbed and would hatdly sun Ive 
the severe blow dealt to It In October 1S99 at the time 
of the submission of the Fowler Report two members of the 
Committee in a separate note of dissent reviewed with 
dismay the decline of the opium trade They seemed to 
beheve that with the rupee pegged at an artificially higher 
value divorced from its real worth as silver the trade must 
be given up as lost 

The above fear proved unfounded In fact The dissentient 
members of the Fowler Committee had based their conclusion 
on an insufficient appreciation of the facts of the case The 
use of Indian opium in China which in fact was more or Ins 
a luxury depended largely on taste rather than on pticr 
On the other hand China s power to grow superior quahlm 
and to replace Indian opium was much too lunitrd Con 
scquently our opium trade was not likely to be so senou'h 
aflectcd by the tailing price ot silver 

A careful examination of the following figures would boar 
us out It would show that the average rupee price realised 
for our exports of opium did not show the least tendency 
to decline On the contrary notwithstanding tlw sharp fm 
of the silver exchange it kept thrnurliout at a fanly umf-rro 
and high level Obviously therefore our oplnm was fin ' -/ 
its market at increasingly higher stiver prim Alt! w 1 
towards the margin this had the efiret of sttmuUtlng to 
considerable extent substitution of native crown f * " ' 
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Indian variety, as the rapid decline of our exports for some 
years after 1893 would seem to indicate, yet it was clearly 
evident that hi 1898-9 there was partial recovery and the 
level winch was then reached prevailed, with the usual 
fluctuations of busmess m particular years, until 1905, when, 
of course, the entire aspect of the trade was completely 
changed by the agreement between Great Britain and China 
for the gradual reduction of opium exports from India 



Rate of 
exchange on 
Hong-Kong 

HI 

Total 

Exports 

Averago 

pjrlce 


Rs per 

100 dollars 

1,000 

chests 

1,000 

chests 

Rs 

1892-3 

222 

59 7 

753 

1,227 

1893-4 

205 

524 

70 8 

l,I 3 2 

1894-5 

188 

51 8 

68 8 

1,316 

1895-6 . 

191 

45 6 

60 8 

1,390 

1896-7 

181 

45 1 

62 2 

1,288 

1897-8 

155 

41 9 

56 0 

1,087 

1898-9 

143 

50-2 

67 I 

I,o6l 

1899-00 

146 

49 4 

67 3 

1,2X8 

1900-01 

150 

49 7 

697 

1,356 

1901-02 

M 3 

47 1 

656 

1,299 

1902-03 

— 

50 0 

67 5 

1,187 

1903-04 

— . 

55 0 

73*6 

1,422 

1904-05 


9 

66 8 

1,589 


Next, as to our yarn trade to China which was evincing a 
wonderfully rapid development from 1884 onwards Within 
a short space of time, that is to say by 1889, it had actually 
become so important as to be honoured with a separate 
enumeration in the Chinese trade statistics 1 Between the 
last mentioned date and 1892 it had nearly doubled itself m 
volume, so phenomenally rapid was the growth The 
importance which the Chma market assumed from the 
point of view of our yam trade may be realized from the fact 
that of the total average yearly exportation of 159 1 million 
pounds during the five-year period, 1889-90 to 1893-4, 
I 4 I 7 million pounds went into that country alone ‘The 
future of a market, so overwhelmingly important and where 
our newly-developed cotton industry had only so recently 

1 Sargent, op ctt , p 259 
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established itself was naturally an object ol extreme 
solicitude at the tune of the stoppage of the mints 
Especially Chma was herself a large grower of cotton and 
she possessed the tradition of a long-established and extensive 
hand industry True she Inched capital and tnterpnsc 
and modem methods of transport Nevertheless it was a 
significant fact that the ten years from 18S5 had actualh 
witnessed the real beginnings of economic railway develop- 
ment m that conntry and from the Treaty of Shimonocsll 
(1895) foreign capital and foreign methods of Industrial 
organisation bad at length obtained that free access to 
the great centres of population in Chma which had tor years 
been the object of the most strenuous effort 1 It therefore 
seemed extremely probable that every existing obstacle 
wonld soon be 1x30011x1 with the rapid development of the 
country through European influence and with the association 
of European capital and enterprise. If in addition there 
was a fresh accession to China s competitive strength derived 
from the stimulative influence of falhng exchange it was 
pnma Jane n valid ground for fear and anxiety Did the 
threatened competition actually translate itself into fact ? 

It is a well recognised truth which needs no statistical 
demonstration that for many years after the cessation of fire 
coinage of silver m India the anticipated competition from 
Chma was unable to make itself felt. The country after the 
Slno-Japanesc War had in addition to acute financial 
difficulties too many political troubles, domestic as well as 
foreign The strong anti foreign moiement which man! 
fested in 1897 in the murder ol German missionaries nrd 
culminated In the Boxer Rebellion of 1900 was not ealothted 
to create the atmosphere necessary for the successful laurch 
mg of foreign enterprise 

We now turn to an examination of our exports to Jspm 
It u true that in 189S Japan went over to tiro gold stjrdud 
but she adopted it at a ratio with silver which was equisaHt 
to iijd per rupee so that th' Japanese currency sen • ill 
considerably depreciated in relation to tiro Indian ft *a< 
ngain true that according to T Win s index noroto (1 ■'««— 

• <Uijrnt, tU IT 
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of three tables of 42 articles at Tokyo, 16 at Osaka, and 31 
articles of export), there was clear evidence that prices m 
Japan accommodated themselves quickly to the fall m the 
gold price of silver, 1 and so far the situation was not exactly 
identical with what was seen m the case of China On the 
other hand it must be realized that the course of prices at 
ports or chief cities can hardly be accepted as representative 
of price movements inland In any case we cannot but 
recall here the finding of the Japanese Investigation Com- 
mission of 1896 which, as we said previously, affirmed the 
existence of the exchange stimulus in regard to Japanese 
exports It may, therefore, be generally assumed that at 
least for some years after 1893 there remamed for that 
country some degree of artificial advantage which placed our 
competitive exports m a position of relative disadvantage 
Let us now try to see how and to what extent we were 
actually affected Our trade with Japan was m those days 
singularly one-sided Export of cotton twist and yarn from 
India was, m fact, the only important line of the Indo- 
Japanese trade It is, however, to be noticed that even for 
some time prior to the stoppage of the Indian mints, our 
trade with Japan was undergoing a basic change m character 
The exports of yam were constantly dwindling and there 
were growing up m their place rapidly-mcreasmg exports of 
raw cotton to feed the newly set-up spinning mills The 
following figures bearing on the pomt will be instructive 


Year 

Raw Cotton 
cwts 

Cotton Yam 
lbs 

1887-8 

12 5 

17,391,646 

1888-9 

390 

23,143,460 

1889-90 

60,837 

22,686,714 

1890-1 

77,757 

11,876,422 

1891-2 

400,952 

6,682,050 


From a study of the above figures the reflection hardly 
fails to suggest itself that the extinction of the yam trade 
was in any case an irresistible consequence If, therefore, 

1 Vide Rate of Interest, p 426 
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estabhshed itself was naturally an object ol estrone 
solicitude at the tone of the stoppage of the mints 
Especially China was herself a large grower of cotton and 
the possessed the tradition of a long-established and extensive 
hand industry True she lacked capital and enterprise 
and modem methods of transport. Nevertheless it was a 
significant fact that the ten years from i88j had actual!} 
witnessed the real beginnings of economic rafiwaj develop- 
ment in that country and from the Treat}' of Shimonoestf 
(1895) foreign capital and foreign methods of industrial 
organization had at length obtained that free access to 
the great centres of population in China which had for years 
been the object of the most strenuous effort. > It therefore 
seemed extremely probable that every existing obstacle 
would soon be removed with the rapid development of the 
country through European influence and with the association 
of European capital and enterprise If in nddition there 
was a fresh accession to China s competitive strength denied 
from the stimulative Influence of falling exchange it was 
pnma fac\e a valid ground for fear and nnxiet} Did the 
threatened competition actually translate itself into fact ? 

It is a well recognized truth which needs no statistical 
demonstration that for many years after the cessation ol Irre 
coinage of silver in India the anticipated competition Irom 
China was unable to make itself felt. The countr} alter the 
Sino-Japanese War had in addition to acute financial 
difficulties too many political troubles domestic as well as 
foreign The strong anti foreign mosument which mam 
tested In 1897 in the murdeT ol German missionaries and 
culminated in the Boxer Rebellion of 1900 was not calculated 
to create the atmosphere necessaiy for the successful launch 
lug o( foreign enterprise 

Wc now turn to an examination ol our exports to Japan 
It is true that in 189S Japan went over to the gold standard, 
but she adopted it at n ratio with silver winch was etjuiva!— .t 
to njd. per rupee «o that the Japanese currenes was »n* 
eonsidcrabt} depreciated In relation Co the Indian It 
again true tliat according to Triber t index numtet 

• it. rf tit f? * 4 ^^ 
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of three tables of 42 articles at Tokyo, 16 at Osaka, and 31 
articles of export), there was clear evidence that prices m 
Japan accommodated themselves quickly to the fall m the 
gold price of silver, 1 and so far the situation was not exactly 
identical with what was seen m the case of Chma On the 
other hand it must be realized that the course of prices at 
ports or cluef cities can hardly be accepted as representative 
of price movements inland In any case we cannot but 
recall here the finding of the Japanese Investigation Com- 
mission of 1896 which, as we said previously, affirmed the 
existence of the exchange stimulus in regard to Japanese 
exports It may, therefore, be generally assumed that at 
least for some years after 1893 there remained for that 
country some degree of artificial advantage which placed our 
competitive exports in a position of relative disadvantage. 

Let us now try to see how and to what extent we were 
actually affected Our trade with Japan was in those days 
singularly one-sided Export of cotton twist and yam from 
India was, m fact, the only important line of the Indo- 
Japanese trade It is, however, to be noticed that even for 
some time prior to the stoppage of the Indian mints, our 
trade with Japan was undergomg a basic change m character 
The exports of yam were constantly dwindling and there 
were growing up in then place rapidly-increasing exports of 
raw cotton to feed the newly set-up spinning mills The 
following figures bearing on the pomt will be instructive 


Year 

Raw Cotton 
cwts 

Cotton Yam 
lbs 

1887-8 

125 

17.391,646 

l888-9 

39° 

23,143.460 

1889-90 

60,837 

22,686,714 

1890-1 

77.757 

11,876,422 

1891-2 

400,952 

6,682,050 


From a study of the above figures the reflection hardly 
fails to suggest itself that the extinction of the yam trade 
was in any case an irresistible consequence If, therefore, 

1 Vide Rate of Interest, p 426 





2 9& CURRENCY CHANGES 

exports of yam speedily declined after 1893 and soon became 
a thing of the past, it would be absurd to argue that currency 
conditions were responsible for it The change of 1893 to 
say the most onlj dime the last nail into the coffin by 
rendering the trade more or less speculative 

We now advert to the problem of competition as it arose 
between India and other silver standard countries in neutral 
markets Here we should distinguish between two types of 
competition according as the country or countries where the 
contest lay were themselves on the silver standard or on the 
contrary were on a gold basis The first was essentially but 
only in a different phase the same phenomenon of com 
petition as appeared with silver standard countries in their 
home markets and it presented exactly the same difficulties 
for India. In such cases the disadvantages rested whotf> 
with her while the advantages were all on the *idc of her 
ovals. But in regard to competition in gold countries the 
advantages or disadvantages were more equally divided 
India had here the prospect though it unfortunate!) did not 
quickly materialize of gaining from the establishment of 
stable exchange relationships On the other hand constant 
fluctuations of exchange often defying calculation* detracted 
from whatever advantages the countries on the depreciating 
standard may ha\ c had 

To come now to concrete instances in the former category 
we had first the olrcad) existing but hardly important 
competition of Persian opium with Indian m China 
Secondly there was the competition as yet feeble but not 
unlikely to grow strong of India and China in the *uppl) 
raw cotton to Japan Lastly and this caused the gravnt 
concern there was the potential competition of Japan (n <V 
yam trade of China It was very much to be fnted that h't 
formidable rivalry as > et confined within her own f*o m 
would quickl) extend it«elf into Chinn TV eontr>t 
India and China regarding the supply of tn m +tn 
countries furnished the cml> instance <>1 Vim* 

mg to the second category Of entire tVtr mj* f^i V t 
cose of the silk trade in re^p^ct of fr U u » y 

compete with China and Jajtm in tV 1 run » 
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But from many inherent difficulties of its own exportation of 
silk from India was by 1893 already a doomed trade The 
question, therefore, naturally becomes excluded from the 
consideration in hand 

Did there result any lasting injury m any of the cases 
cited above ? Let us try to ascertain 

Our previous review of the opium trade dispenses with the 
need of any further discussion about the trend of competition 
between Persian and Indian opium m Chma For reasons 
we discussed there our opium trade, it will be recalled, did 
not after all suffer so severe a setback as was anticipated by 
many, and on the whole it fully maintained itself after the 
year 1897-8 

Secondly, in regard to our raw cotton exports to Japan, 
the consequence was at first the reverse of what was appre- 
hended After a slight setback m 1893-4, our exports 
advanced from 444,000 cwts m 1894-5 and went forward with 
big bounds to 856,000 cwts and nearly one and a half million 
cwts in 1895-6 and 1896-7 respectively On the other 
hand, exports from Chma to Japan, which for several years 
prior to 1893 were showing rapid progress, did not only not 
m ak e any further headway m subsequent years, but after 
1895 they actually declined “ In 1895 the export was 
valued at 11 million taels During the remaining years of 
the period (that is, from 1896 to 1898) it declined The 
average annual export was about 4 million taels ” In later 
years also, as the following supplementary statistics would 
clearly show, there was no evidence that Chma was m any 
way gaming at the expense of India 

IMPORTS OF COTTON INTO JAPAN 


(Uniform, bales of 400 lbs after deduction of 6% for waste ) 


Year 

From China 

From India 

1897 

153,916 

V 

423,125 

1899 

78,796 

698,504 

1901 

107,75° 1 

54 M 92 

1903 

215.532 

54°,245 

1905 

215,929 

696,822 
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We now come to the next and in fact the most important 
point m our discussion— the competition of Japan in the pm 
trade of China. Japan s cotton industry was already pro- 
gressing by leaps and bounds it was quietly elbowing the 
Indian yam off the home market Consequently it was not 
beyond the limits of reason to suppose that with the aid o( 
the temporary advantage afforded by exchi nge conditions 
Japanese manufactures would to the great detriment ol the 
Indian trade, quickly establish and consolidate themselves 
in the neighbouring market ol China In fact it was just 
after the closure of the Indian mints that the Japanese piece- 
goods and yams had begun to appear on the Chinese markets ' 
This would appear all the more significant w hen we remember 
that even as late as 1892 it was reported that the Japanese 
mills were not established or worked on a sound business 
basis and at the time they were in senous financial difficulties 
which had been aggravated still further by the effects ol 
earthquakes. 1 There was therefore no doubt ot an tm 
mediate stimulus which greatly assisted the Japanese 
industry to tide over a period of temporary difficulties and to 
secure a foothold on the Chinese market On the other 
hand turning to India we find that there actually occurred 
u marked fall in exports ol Indian yam to China in xSoy-q 
Coming ns they did on the top of a glut the shrinkage pi the 
years exports was to some extent expected bat ft wax 
equally undoubted thnt the exchange was the most impot 
taut factor In the decline ot the trade 
\Vhat happened about the course of the trade in subsequent 
years? Did 1893-4 Indicate the beginning ot n list me 
change in the direction above indicated ? The following 
figures (sec table on opposite page) beannr on ti e j»irt 
wil] make Interesting reading in this connretion and wffl 
provide tm adequate reply to our query 
From the subjoined table it will be observed tliat the f-rmirt! 
which the Indian trade lost in 1893-4 «xs«oon alter iegslr«I 
and, except fora break in 2900-01 wlirn tlw outbreak of j hn,— 
in Bombay combined with a trade stump all tt- wotM ov-r 

• Surttl. rf nl P i‘) 

• (m» >1 r ti'l* I l-J "ill 
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to seriously curtail business, exports of yam to China 
established a record of steady and satisfactory progress In 
fact, there was enough evidence that the prices of Indian 
yams in China adjusted themselves with sufficient rapidity 
to the fall m the gold value of silver, and in most years the 
Indian exporter was not any the worse than before from the 
mere fact of the fall in the price of silver It must, however, 
be noticed that the expansion of the Indian yam trade, 
though striking by itself, was almost cast into shade by the 
phenomenal, if somewhat less steady, strides of Japanese 

•vl 

YARN EXPORTS TO CHINA (INCLUDING HONG-KONG) 


Year 

From Japan 
Million lbs 

From India. 

Million lbs 

1892 


176 8 

1893 

4 

120 8 

1894 

44 

145*2 

1895 

3 3 

174 7 

1896 

15 6 

186 1 

1897 

52 8 

1895 

1898 

87 0 

209 0 

1899 

127 8 

231 6 

1900 

74 4 

108 6 

1901 

778 

260 2 

1902 

73 8 

2324 

1903 

118 8 

232 4 

1904 

95 2 

236 3 

1905 

96 0 

229 1 

1906 

998 

282 0 


exports How far it was due to currency conditions, m the 
absence of necessary data it is difficult to say The exchange 
stimulus, as we pomted out before, gave the Japanese trade 
an easy start and probably operated for some time more to 
accelerate the progress In the busmess world, where 
nothing succeeds like success, the benefit which thus accrued 
we do not here ignore or minimize That the secret of 
Japan’s successful career did not, however, he especially or 
even appreciably m any such adventitious aid, the whole 
history of her subsequent progress abundantly proves 
It remains now to consider the trend of competition which 
was manifest after 1893 in respect of the trade in tea There 
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was however a triangular contest here among India 
Ceylon and Cham, Since in matters of currency policv 
Ceylon went together with us the issue really concerned 
itself against China. The Indian tea planters mere appre- 
hensive not only lest China should in consequence of that 
interference regain the ascendancy which has been wrested 
from her bnt even lest the tea industry of India should be 
entirely and irretrievably rained. 

The above was as misconceived m point of reasoning as it 
proved unfounded in fact In the first place It was by no 
means an easy task to regain a trade which was already lost 
In the world s market the back of China s tea business 
had already been broken Secondly’ in the United King 
dom which constituted the biggest market for the article 
Indian tea was distinctly preferred on account of its strong 
infusion and its consumption was to a considerable extent a 
matter of acqmred taste not easily abandoned Thirdly 
not to speak of various squeezes from petty officials 
Chinese tea was subject to heavy hbn taxation from which 
the financial conditions of the country offered no prospect of 
early exemption. Fourthly frequent fluctuations of 
exchange with Western countries were likely to detract 
considerably from whatever advantage China might other 
wise derive from falling exchange Fifthly India possessed 
the advantage over that country of lower freights to London 
and of blood and financial relationship with the English 
market Lastly and what indeed was most Important of 
all there weighed on the side of India the supreme strength 
which emanated from the plantation system with its appliea 
tfon of sdentific methods adoption of enforcihlc standai d< 
and means and opportunities of successful advrrtne-mrnt 
On the other hand tea ssas grown in Ctiina by a large numte-r 
of small and scattered individual cultivators who wctIa! 
everything by hand It was not possible to Introdu e tl' 
plantation system there easily or quickly In ger-ral i 
may be said that the Chinese farmer h at a degree <'uu i 
independence which made it difficult to undertake rate- nr 
tea plantation On the other land the farm-T fad rer ’*r 
the ability to read and writr ror anv "net el orrar -rate n l- 
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which it was possible to secure, through co-operation, the 
results of the plantation methods without the plantations.” 

Thus it was highly improbable that China would ever 
succeed m recovering an inch of the ground which she had 
previously yielded to India That the apprehension was 
never reahzed would be evident from the following figures 

IMPORT INTO ENGLAND 
(in million lbs ) 


Year 

From India 

From China 

1892 

III 7 

57 0 

1893 

115 0 

56 2 

1S94 

Il8 4 

43 7 

1895 

123 3 

40 1 

1896 

1277 

35 3 

1897 

1362 

29 0 

1898 

139 5 

27 0 

1906 

1838 

132 

1907 

171 4 

18 8 


The above figures need no comment The trends m 
diametrically opposite directions of the course of imports 
from India and Chma stand out in striking contrast Not- 
withstanding the so-called exchange premium, the Chinese 
tea increasingly failed to hold its own while, on the other 
hand, the Indian tea, m spite of the so-called handicap, 
steadily mcreased its lead " The same decline m the 
importance of Chinese tea was a characteristic of the 
Australian and American markets 3>1 On the contrary, 
exports of Indian tea to Australia, which totalled a little over 
five and nearly four million pounds in 1891-2 and 1892-3 
respectively, exhibited a slow tendency towards increase and 
reached more than eight million pounds by the end of the 
century To America, exports went up rapidly from the 
tnfimg figure of 70,000 lbs approximately, shipped on an 
average during the three years prior to the closure % of the 
mints, to nearly three million pounds m 1899-1900 
It is, however, true that the average price of Indian tea 

1 jRemer, The Foreign Trade of China, p 143 
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underwent a contmncras decline from 9 as 3 p in 1894 
to 7 as. n p in 1900-01 and except for slight occasior 
recovery the downward tendency continued to operate f 
a few years more Some mdeed had warned that tea ben 
a perennial rather than an annual or a serial crop the effe 
of the closure of the mints wonld m the beginning mamfe 
itself in a prolonged redaction of its pace rather than in ni 
actual displacement of the Indian tea in the world 9 marhd 
The fact that the industry was able soon after to recoil 
from the state of depression and to sustain its future progre 
would entirely dispose ol the above line ol argument 
fact, a careful observation would reveal that there was 1 
apparent relation from year to year between the decline 
the price of tea and the fluctuations in the price of sllvc 
The depression, in fact arose entirely from over-supply of tl 
English market consequent on exclusive reliance on it ar 
lack of adequate cflorts to find alternative outlets for tl ■ 
constantly increasing output Further as pnecs went dowji 
there was a natural tendency for the growers to pluck 
much leaf out of the plant as was possible and the consequcA 
deterioration of quality was in tum an accentuating facto 
in the fall of prices n 

It » thus evident that the closure of the Indian mints di 
not inflict any permanent injury on any branch ol tl 
Indian trade 


IV 

TJIC RATIO OF STABILIZATIOV AND TOr TRAnr Ct 

>1 

Totally we should say a few words here alwut tlw client 
on Indian trade of the attempt to stabiliie cxdiange at lOr 
It is probably needless to empha'iie once again tint r 
international trade high or low exchange did not at all mattt ' 
It was stability which was the one desideratum In rschan^ * 
Once a rate was established and It prosed steady trait- 
would go on just as well on it as on another Hut to ir-sl 
the prices and external trad- contorm to an arVlury ra 
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rather than allow them to determine the rate was a different 
matter altogether 

When Lord Herschell’s Committee recommended a ibd 
ratio, and the Government of India accepted it, the object 
really was to prevent a further fall of the rupee, than to raise 
it The rate was indeed the exact mean of the exchange 
movements dunng the previous two years , but for nearly 
ten months prior to the suspension of free coinage, the 
exchange varied little from a rate of is 2§d 1 So the 
adoption of i6d naturally involved a certain amount of 
raising The subsequent course of exchange, too, broadly 
indicated the fact that the rupee was over-valued at that ratio 
The plan of the Government was to attain the ratio by 
“ rarefication of currency,” that is, by withholding new 
issues of currency in response to growing needs of expanding 
commerce and population It took a fairly long time to 
work oh the redundancy and bring about a pnce-level m 
conformity with the i6d ratio Whether it mvolved any 
actual contraction of currency or not, it is needless for us to 
enquire, although a long controversy raged round it at the 
time with lavish expenditure of mk, breath and temper It 
is enough for us to know that there was a contraction relative 
to trade demands 

The downward pull which was consequently exerted on 
the pnce-level would be apparent from the appended table 


TABLE 

Atkinson’s Index Number 


Year 

Food, 

60 articles. 

Raw Products 

29 articles 

Manufactures 

11 articles 

Total. 

100 articles 

1893 

131 

117 

113 

125 

1894 

121 


Il6 

119 

1895 

113 

125 

Il8 

Il6 

1896 

133 

120 

III 

127 

1897 

171 

114 

103 

149 

1898 

131 

90 

98 

122 

1899 

122 

III 

102 

“7 


Except dunng the two years of famine, 1896 and 1897, 
when pnces of food grams soared very high and affected the 

1 Op ctt , p 40, Sec. 6 


V 
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average of all prices there was a distinct downward slope of 
the price curve On the other hand, wages in India during 
the period as the following figures would show did not 
appreciably decline in most years so far as the skilled 
labourers were concerned and actually increased for unskilled 
agricultural workers. 


TABLE OF INDIAN WAGES' (1B73 - 10 o) 


erf &OJ , V.ui of tfciicw 

1 An-**Jwnl I -slow 


Average i886-<)o 

i 120 


1891 3 

1*3 


1893 

U3 


>893 

122 


1S96 

121 

ll6 

j 6 g 3 

127 

121 

114 

MB 

1899 

117*4 

MV> 


One manifestation of the policy of deflation was an acute 
and recurring stringency of the money market already 
referred to in Chapter III with all its injurious consequences 
on trade and industry It is true that for various rrasons 
comparatively high discount rates constituted a normal 
feature of the Indian money market It is also true that 
such abnormal rates were partly occasioned by exceptional 
causes also previously enumerated. But it was unquestion 
able that the influence of the policy of monetary contraction 
contributed in no small degree to the tightness of the money 
market 

The deadening and benumbing influence of an apprr- 
dating currency on industry and commerce is too well known 
to need any discussion here It is also liardly necessary to 
point out that the above circumstances obviously tended to 
restrict our competitive power with all countri^ in frfwj! 
and especially to aggravate m respect of our trad'* that was 
carried on in competition with «itver countries th'-rmlufTAK 
ment to which it Ixrcame liable from the m^rr fact tbit tl- 
silver standard was abandoned In our country ^tnor I ** 

» CalceUtM few* I'ri n ti J tlj/ti t I J » 
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ever, it was previously seen that for one reason or another 
there did not actually occur any appreciable injury m any 
branch of our trade, it is altogether needless to labour this 
point here Nevertheless, the fact must be recognized that 
the currency restriction pohcy of our Government brought 
for the time being into existence quite a depressing circum- 
stance, though for all that our commerce was fortunately 
able to make way 


V 

ULTIMATE EFFECTS 

When the period of transition was over, India came to 
enjoy the fruits of the currency policy inaugurated in 1893 
It was m the beginning of 1898, soon after the Fowler 
Committee had been appointed, that the exchange value of 
the rupee touched is 4d The Fowler Committee expressed 
themselves m favour of giving permanence to the dc facto 
position of the rupee and looked forward to the concurrent 
circulation of both gold and silver, as was the case in the 
French monetary system Notwithstanding that their 
recommendations, shaped with the above object m view, 
were accepted m their entirety by the authorities, yet for 
one reason or another the circulation of gold never became an 
accomplished fact The only legal provision to rate the 
rupee at i6d was a statute of 1899 (Act No XXII of 1899) 
which declared sovereigns and half-sovereigns legal tender m 
India at the above ratio It was doubtless an effective safe- 
guard against the exchange rising above the gold import 
pomt, so long as the intrinsic worth of the rupee did not 
exceed its statutory gold value But m the absence of any 
definite statutory obligation on the part of the Government 
to supply gold m exchange for rupees or to sell gold exchange 
without restnction, the lower limit of the exchange was 
naturally without any protection Fortunately, however, 
the general prosperity of agriculture engendered by good 
seasons resulted during all these years m a substantial balance 
of net exports There consequently arose no such untoward 
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ctrcamstaiux as the occurrence in any year of a large un 
favourable balance of payments exerting a strong downward 
puff so that the above-mentioned theoretical defect of our 
currency system did not lead to any practical difficulty m 
the sphere of foreign exchange. 

Since the early days of 189S until the outbreak of the 
World War and even for some time after the Indian 
exchange with gold standard countries remained remarkably 
stable round about the par Such fluctuations as occurred 
were no more erther in range or In frequency' than are usual 
as between two gold standard countries. It was only during 
1907-08 that there was some difficulty for a short penod 
but the crisis as we observed was stopped in time. So in 
the words of the official reviewer importers and exporters 
alike ceased during the period to concern themselves about 
the course of exchange or to insure themselves against its 
fluctuations We do not intend to exaggerate the impor 
tancc of the role fulfilled by the stability of exchange In the 
unprecedented development ot trade which synchronlred 
with it but there is probably no room for difference of opinion 
that such marked progress as took place during the penod 
was rendered possible only under a system ol currency which 
guaranteed immunity from fluctuations of exchange Again 
with the passing away of a penod of monetary uncertainty 
the stream of British capital which began to flow freely 
into India and to diffuse itself through vinous channel' of 
public and private investments made possible the great 
progress in industry and commerce There was aim per 
ccptiblc a tendency for the rates of interest to become lower 
especially dunng the latter part ol this period ’ as slab’ 
exchange facilitated the free movement of the floating fundi 
of the world to and from India The assistance which was 
thus offered to commercial finance especially tin 1 rrh ( 
brought dunng periods of stringency became In turn a 
contributory cause of commercial progress 
There was however one dark spot T h' silver mart ( 
was as unsteady os ever There appeared imt the s! ghtnt 

% ; tJ# CfcambetUln Cofnesfelw en Ib-Cso ComtCT sol 1 I 
Sol lit o! Argeotl r*.CU Jll* r '* ' 
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improvement m the sudden and violent character of its 
fluctuations, while its downward course was simply "un- 
precedented in swiftness and depth " It necessarily handi- 
capped the development of trade with that part of the wnrld 
wiucli was yet on silver basis and resulted sometimes m 
virtual suspension of all business relations with them 1 
Earlier m the chapter it was obsen ed that, at least for some 
years after the closure of the mints, trade with silver coun- 
tries fared no wnrse than trade with gold countries Even 
as late as 1901-02 the Moial and Matcnal Piogtcss Report of 
the year could say . ** the trade with the silver-using 
countnes has kept up with the general advance in trade 
The figures of trade with China bear practical^ the same 
proportion in 1901-02 as at the beginning of the decade, in 
spite of the circumstances w'lncli have adversely affected that 
market m some recent years Since then the expansion of 
trade with China did not, how r ever, keep pace with the general 
progress of trade There w r ere so many special causes, such 
as the loss of the opium trade and the frequent political 
disturbances m China, not to speak of the general backward- 
ness of the country w'hich may have contributed to it, that it is 
extremely difficult to ascertain the exact share of the respon- 
sibility of exchange m causing the decline In recent years 
the constantly growing weakness of the silver market has 
agam seriously disturbed our busmess transactions with silver 
countnes, and even at the time of wilting this embarrassing 
circumstance has not ceased to exist It is, however, super- 
fluous to repeat that the evil, though it must be deplored, is 
nevertheless to a large extent unavoidable for India as for the 
rest of the civilized world with a monetary standard based on 
gold In spite of every harassment that our trade may thus 
suffer, it goes without saying that to-day no reasonable voice 
will be heard in disparagement of the momentous step which 
in the domam of our currency was rightly taken m the year 
1893 The mature verdict of history has long hushed to 
silence the funous controversy which rent the Indian world 
in the days of the closure of the mints 

1 See Evidence of Frewen before Currency Commission, 1913, Q 95*9 
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CHAPTER IX 


Currency Changes and Trade Development during 
the War and its Aftermath 

I 

A BRIEF HISTORY OF CURRENCY CHANGES DURING THE WAR 

We now come to the years of the war One among the 
legion difficulties that confronted our commerce during those 
troublous days centred round the monetary events of the 
period The various phases of cuncncy troubles which were 
then experienced do not concern us directly though 
generally speaking it was true that any and every distur 
bance of this hind must have eventually reverberated on 
foreign trade also We propose to confine ourselves strictly 
withm the limits ol the external aspecLs of the monetary 
difficulties which may have in a most direct manner affected 
the development of our foreign trade 
The first two years of the war passed off without any acute 
complications in the sphere of Indian currency The panic 
which ran through the country immediately on the outbreak 
of the war manifesting itself in large withdrawals of deposits 
from Post Offices and Savings Banks In eager redemptions 
of currency notes and in a regular scramble for gold diJ not 
Last long Without any resort to moratorium or suspm tan 
of cash payment' as had been necessary in the cav- of most 
European countries it was quickly allayed by the prompfe 
tudo with which the demand for the mcaihmenl of Twin was 
met. The exchange wliiclisliourdadi'quf'ttncsyrrp’o-nof 
weakness consequent on general dislocation o* tilth ard 
business was without much difficulty striked tty It' 
proved expedient of the sate of Kevrrv Councils V 

trA 
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issue of gold to the public was suspended from 5th August, 
1914, yet the assurance to the banking and commercial 
community that adequate and contmuous facilities for 
remittance would be provided whenever the occasion might 
arise, served fully to restore confidence. Thus the pre-war 
currency system, generally designated the gold exchange 
standard, which was only gradually and tentatively evolved 
and the basic principles of which were generally endorsed by 
the Chamberlain Commission of 1913, stood the first shock 
of the war quite well 

Difficulties began to arise towards the end of 1916 Even- 
tually they proved insurmountable and the consequence was 
that our currency system completely broke down Firstly, 
as the result of growing demand for Indian exports on the 
part of European countries while their own available supply 
for India’s needs was senously curtailed, there resulted a 
large balance of trade m favour of India Secondly, the 
arrest of the normal flow of homeward remittances of funds 
from English firms m India, partly on account of the scare 
of the high British income tax and partly for such con- 
siderations as the difficulty that might subsequently arise m 
case it were necessary to bring back funds from England, 
reduced a very important item on the debit side of India’s 
balance of accounts Thirdly, an almost total cessation of 
gold imports, owing to the refusal of the gold standard 
countries to part with them supplies and a considerable fall- 
ofi in the private importation of silver on account of a rise 
m its price, rendered the liquidation of the favourable balance 
of indebtedness still more diffi cult The Secretary of State 
for India was consequently faced with an intense demand 
for Council bills as means of remittances for settling the 
balance A free sale of Councils naturally involved a severe 
strain on the Government of India m regard to provision 
of local currency The strain was still further intensified by 
other factors For instance, the return of the currency from 
the interior was considerably impeded by the preponderance 
of exports over imports, so that it was all the more necessary 
. to provide additional currency in order to supply the 

deficiencies in the trade centres The chief accentuatmg 
p 
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factor consisted however in the fact that the Government 
of India had to make large and exceptional disbursements 
on behalf of the Imperial Government In connection with 
military and such other expenses in Eastern theatres of war 
for which it was only reimbursed by the substitution of paper 
credits abroad. Similar arrangements were also made for 
the financing of purchases in India on behalf of certain 
Dominions and Colonies and there were also provided in 
1917-S and 1918-9 rupee credits for American importers 
of Indian produce 

It was found Increasingly difficult to cope with this 
enormously Increased demand for monetary circulation 
Notwithstanding heavy coinage of silver bought at prices 
soaring higher and higher and large expansion of currency 
notes with a metallic reserve falling dangerously low the 
breaking point seemed more and more imminent At last 
towards the end of 1916 the Sccretan of Stale had to 
restrict his sales of Council drafts At once the market rate 
of exchange broke off from the official rate on account of 
competition among unsatisfied remitters. A rate of is yd 
was quoted and at one time transactions were reported 
to have been put through os high a rate as is 6d 1 Nobody 
knew how high the exchange would mount and there stared 
in the face of the mercantile world a rate of exchange 
fluctuating considerably from day to day Trade for a time 
was actually impeded 1 but the Government promptly inter 
\cned and initiated the consortium principle ol exchange 
control ' m order to facilitate exports of war impomnrr 

Briefly stated this control assumed the following form 
Tirms or Banks entitled to buy rupees from the Secretary of 
State were required to work at certain fixed rales (hared 00 
that ol is 4}d for immediate telegraphic tramfrts) at will'll 
exchange should be bought or «oid The Excitative Hint' 
undertook to gise preferential treatment to the finuree rf 
1 Cobtoy Cwnt+ry CmwiC/» lef ff Cn-I ^ 
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exports of war importance in order that the suppfy of these 
to the United Kingdom and the Allies should not be pre- 
judiced by the failure to provide finance, a schedule of such 
articles being drawn up for their guidance. As a further 
inducement to the British Exchange Banks to co-operate m 
the financing of articles so scheduled, they received a 
guarantee from the Secretary of State covering risks of 
exchange At the same time an appeal was made to mer- 
chants to eficct solely through the Exchange Banks their 
purchases of sterling in order to ensure that the object of 
keeping exchange stable should not be defeated by outside 
transactions between importer and exporter and that 
financing of war exports just referred to should have the 
first call upon all the funds sent home by remitters ” x 
The crux of the situation arose m August, 1917 The 
price of silver, under the joint influence of restricted output 
on account of revolutionary outbreaks m Mexico and of a 
very keen world demand for coinage for which India herself 
w f as responsible m no small degree, reached a point at which 
the rupee just touched the melting-point at its then exchange 
value It showed a tendency to ascend even higher Exer- 
cise of control over the destinations and prices of silver by 
the USA and Canada produced some steadying effect on the 
pnee of the white metal Private importation of silver mto 
India w r as totally prohibited in order to eliminate a very 
large demand for non-monetary use of silver and thus to ease 
the market Nevertheless, the price of silver remamed well 
above the rupee meltmg-pomt during the concluding years 
of the war Melting of corns and exportation of silver on 
pnvate account were, of course, altogether forbidden by law 
Still, it would have been obviously impossible to maintain 
the status quo as to the exchange value of the rupee, except 
on pam of heavy loss to the Exchequer and at the probable 
nsk of seemg a large part of the circulation covertly melted 
and clandestinely exported So, in accordance with the 
movements of the market price of silver, the control rate of 
exchange, at which the Secretary of State disposed of his 
limited supply of Councils and at which the Exchange Banks 

1 Gubbay, op at , p 4 
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■were expected to do business was raised to is 3d in August 
1917 and to is. 6d in April 1918 
On the other hand m spite of every attempt on the part 
of the Government to economize conserve and increase the 
means of payment by the adoption of such measures as 
compulsory acquisition of all privately imported gold 
comage and issue of sovereigns for circulation legal pro* 
hibition of all melting and exportation of coins and issue of 
uncovered currency notes in quantities and denominations 
hitherto unknown the great monetary hunger proved 
insatiable This led eventually to a continuous inflation of 
note issue being the only convenient mode left open to the 
Government at a time when gold was not casj to procure 
and the coinage of silver an unprofitable business 
The critical stage was reached early in 1918 when it was 
apparent that the supply of currency in the country was not 
enough to enable articles of importance for the prosecution 
of the war to be exported to the extent nccesxarj for meeting 
urgent requirements 1 Yet at the same time the country 
stood on the brink of inconvertibility as the consequence of 
the inflationary policy * Great was the panic for a time but 
before the mischief was done the U Su\ had come to the 
rescue The timely arrival of silv cr from America purclta<ed 
under the Pittman Act enabled the Government to tide 
over what might otherwise have been a serious currcncj 
crisis The currency situation during the war and inv 
mediately after was best summed up b> Gubha} when he 
said that b> dint of various artificial aids such as tlw 
withdrawn/ of extra fega/ facf/tfies for /ocaf eneas/iment at 
currency notes the prohibition of the export and the fmpnrt 
of com and bullion and of the booking of coin l»> rail ami 
steamer and (as soon os v ictor} in the war was assured) b> 


1 Mrtocrtodota A ot Sir L. Abndum. tut fr*s rfc 
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successive turns of the screw in the matter of forcmg the use 
of paper currency, the Government of India just managed to 
carry on, frequently in a hand-to-mouth sort of way, through 
the periods of pressure, on the one hand without an actual 
breakdown or repudiation of their promise to encash their 
notes at the seven offices of issue, and on the other hand 
without actually having to unpeg exchange and allow it to 
find its natural level ” 


II 

EFFECT ON TRADE EXAMINED 

From the historical review given above, it must be apparent 
to everyone that although the currency system had not func- 
tioned in a perfectly smooth manner during the period of the 
war, yet, by means of various artificial props adopted, it was 
somehow kept m a fairly working order It was seriously 
complamed by some witnesses before the Babmgton Smith 
Committee that the effects upon the external trade of the 
special measures rendered necessary by the war were harmful 
Restriction of free flow of precious metals, limitation of sales 
of Councils and the pohcy of approved banks and firms and 
of preferential finance to war exports made export finance 
extremely difficult to secure and thus eventually hampered 
exports from India m an appreciable manner 

It is true that at first, when the Secretary of State restricted 
his sale of Councils, trade, as we mentioned earlier m the 
chapter, was for a time retarded for reasons of difficulties of 
finance , but the inauguration of the whole system of control 
was exactly to obviate such obstacles to trade There 
exists strong evidence to show that the restricted system 
worked quite well throughout the war period There was, 
mdeed, no case of failure to export goods of national impor- 
tance on the ground of mere absence of finance, though it 
must be admitted that there were sometimes cases of delay 1 
The non-essential exports, however, it seems, were at times 

1 See Evidence of Gubbay before Babmgton Smith Com , Vol II, Q’s 
22 5-7 
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scnomtj impeded owing to difficulties of finance One 
striUng instance was of ground nut exports During the 
war the} were Largely retained at home for the gronnd-nnt 
producers could not obtain finance to send their produce to 
Marseilles 1 Simitar difficulties were experienced in the 
beginning in the ease of tea until it was included in the 
category of war necessities as the consequence of the pressure 
which was put upon the Government by the planters* 
Then for the tame reason exportation of raw cotton which 
to all intents and purposes was never deemed an article of 
war nccesslt} was rendered extremely inconvenient through 
out the duration of the war * On the other hand it must not 
be forgotten that the urgent requirements of the war included 
the majority of the staples of Indian trade so that any injury 
that ma> have occurred was confined within comparatively 
narrow limits Even in regard to cotton the fact was incon- 
trovertible that in spite of all difficulties the entire crop avas 
always successfully financed.* This should at least serve as 
a warning against any undue exaggeration on the pomt 
The truth really was that the chief impediment m the case 
of non-essential exports by rather m scarcity of tonnage than 
in lack of finance Where shipping space was available 
exports generally speaking were not held up for financial 
difficulties One way or another it was possible to arrange 
for the finance and sec them exported.* It is therefore justi- 
fiable to conclude that though our export trade was in regard 
to some commodities somewhat affected by a certain in 
adequacy of finance brought about by the special restrictive 
measures referred to in the beginning yet in the end the sum 
total of effects was for from senons. On the contrary there 
cannot be any denying the fact that the special control m so 
far as it exercised a great steadying effect on the foreign 
exchange constituted an aid rather than a hindrance to 
commerce 

i AUalmins. BE Com. Evidonct. VoL Q >8 . 

i UtmmndMH by f N Stuert Uu Indtmd Ta AtsodoUo* 

Ftr on*C°mt**ramnAl*iuitry of J*p*n by YemMaU 

* GcbUyr trident* bofort Bo biwfto* Swtilb Com., Vot 11. Q a I 
* Ibid Ql 387 and 118-14. 
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Next, as regards the alleged piejudicial effect of raising the 
exchange value of the rupee by successive steps, we may at 
once remark that to ascertain the definite, indisputable truth 
on the point almost touches the bounds of the impossible 
In a period, so abnormal m every respect, especially when 
normal economic action was held m check m almost every 
country b\ the strong hand of the state, it is well-nigh 
impossible to trace any effect clearly to the operation of the 
particulai factor in question The inductive method entirely 
fails us here If \\e, however, rely on deductions from 
general principles, they'- ma)' be nothing more than mere 
guesses Yet this is the only course left open to us 

Theoretically, as \\c know, every nse m exchange 
stimulates imports and discourages exports during a tem- 
porary period of non-adjustment and thus eventually may 
severely hit some or all domestic industries Presumably, 
any such tendency that might operate m normal circum- 
stances must have been rendered nugatory by the restricted 
supply of available imports from the principal exporting 
countries on the one hand and by the imperious world 
demand for our exports on the other Again, a rising 
exchange need have caused no fear to our industries They 
had sufficient protection in the home market not merely 
because the chief manufacturing countries were preoccupied 
with the war, but also on account of abnormally high freights 
which prevented deliveries from most countries with any 
adequate margin of profit This, of course, was not true of 
Japan which was m an exceptionally favourable position m 
many ways The import of cotton yams and of piece-goods 
from that country mcreased m a noticeable manner during 
the period On this pomt we need not dilate here, for we 
shall have to revert to it m a subsequent chapter Suffice 
it here to say that it was not till some time after the ter- 
mination of the war that the competition from Japan 
assumed the form of a menace So far as the actual war 
years were concerned, our staple industries, no one would 
contradict, enjoyed a spell of prosperity that was not fettered, 
at any rate, by foreign competition In fact, so propitious 
was the time for all industries m general that the rate of 
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exchange hardly entered into the question at all Many 
mushroom concerns winch should have never seen the light 
of da} came quickly Into being in those exceptionally 
favourable circumstances and actually throve so long as the 
war listed Apart therefore from a certam sense of 
insecurity which must have preceded Uie raising of the 
exchange rate and the transient unset tl cm ent of business 
which followed it the rise in exchange docs not seem to have 
had any prejudicial effect on the trade and industrial interests 
of the country 

It is thus plain that of the several causes which impeded 
the development of the Indian foreign trade during the war 
it can in no way be affirmed that currency and exchange 
difficulties occupied any important place. 


Ill 

CURRENCT CONDITIONS AFTER THE TERMINATION OF THE 
WAR AND THEIR UNSETTLING EFFECT ON TRADE 

Unfortunately it was after the war had ended that India 
was fated to have her real plight. Compared with the quiet 
fluctuations during the years immediately after the end of 
the war the variations of exchange between 1916 and 1919 
appeared only insignificant On the withdrawal by the 
United States Government in May 1919 of the control over 
silver previously initiated as a war measure the price of the 
white metal began to ascend sharply to unprecedented 
heights Portly for the above reason and partly for the 
depreciation of the sterling following upon the unpegging of 
the dollar-sterling exchange the Indian Government had to 
screw up its official rate of exchange on London at first to 
is. 8d- on 13th May 1919 and then by successive changes 
to zs. 4d. on 12th December following Thus the deplorable 

conditions of trade existing before the closure of the mints 
reappeared in a still more accentuated form. The exchange 
banks unable to maintain the even keel 1 refused to enter 

1 With the termlDAtSon of the w*r the Secretary of State a ov eitmytoS 

gMixntM to the Eichingw Banloi w«, matter of cocr»e, witfcdawJi- 



CURRENCY CONDITIONS AFTER THE WAR 217 

into forward contracts Remittances from India weie held 
back as far as possible and the consequence w r as an extreme 
scarcity of expoi t finance 1 Premiums for cover went as 
high as 15 per cent f and yet little was obtainable even for 
that high price. 2 Export business w as reported to have been 
greatly restricted * I11 the words of the Bengal Chamber of 
Commerce, " The sudden and unexpected increases m the 
exchange rates ha\ e caused severe losses and dislocation of 
business to exporting firms, and had it not been that circum- 
stances have been altogether abnormal and that the rises m 
exchange have occurred when foreign markets w r ere rising 
and India's produce was badly needed, the effect of the rises 
would have been far more important and permanent than 
they have been "* Gradually the import trade was also 
affected, since the " effect of premiums ” w r as to cause 
" postponement of business in anticipation of higher rate 
Every such harmful consequence w r as again still further 
aggravated by " any talk of a further rise, and by the 
uncertainty attending the intention of the Government with 
regard to the future 

At the above point the Babmgton Smith Committee was 
appomted It recommended stabilization of the rupee 
at 2s gold, and the Government of India accepted the recom- 
mendation Any contemplation to stabilize the Indian 
exchange at that stage was, however, altogether premature 
For exchange stabilization is, after all, an international and 
not a national problem At a time when the equilibrium 
of the whole world was disturbed, stability of Indian exchange 
was a vam quest The attempt was therefore foredoomed to 
failure Secondly, the rate of 2s gold, the recommendation 
of which was largely dictated by the apprehended need of 

1 Memorandum by the Financial Department, India Office, Babmgton 
Smith Committee Report, Vol III, App XVII, p ioo 

2 Telegram from the Government of India to the Secretary of State, 

dated 26th August, 19x9, communicating the substance of a message from 
Bengal Chamber of Commerce * 

3 Ibid 

4 B S Com Report, Vol III, App XII, p 68 

6 Telegram from the Government of India to the Secretary of State, 
September 4th, 1919 

6 Vide Memorandum by Mr Manu Subedar, Indian Currency Committee, 
1920, Appendices to the Report, p 107 



2 X8 CURRENCY CHANGES 

safeguarding the rupee circulation against any probable 
future rfce of the price of silver considerably over valued the 
rupee in comparison with its purchasing power parity 
with gold which at the time was is. 4fJcL only 1 The 
effect u c stabilization of the exchange at that high ratio 
could have been successful only in proportion as it was found 
possible to deflate the currency with incalculable mischief to 
trade and industry' 

Let us now pursue the Indian Government in its fruitless 
cndcaaours to force up the exchange and stabilize it at as. 
gold It was through the process of the sale of Reverse 
Councils tint the Go\ eminent began to n g the market To 
attain the end was by itself no easy task. As it happened 
howcicr there synchronized at about the time a world wide 
pol(c> of deflation the course of which we described m 
Chapter VI It actually proved impossible to apply the 
screw in Indta to the extent it was necessary to attain the 
2S. rate parity because the Government was faced with 
budgetary deficits and the necessity of renewing a large 
amount of outstanding treasury bills and partly because 

the limit of deflation was set by the anticipated reaction 
of an increased stringency on business Further in so far 
as the currency withdrawn from the market by means of sale 
of Reverse Councils was dealt through treasury balances it 
assisted to improve the cash balances of the Presidency 
Banks encouraged the expansion of credit and thus tended 
partly to defeat the object which the Government had in 
view 

The authorities soon realized the futility of holding on to 
the rate ol 2* gold tried for some time to keep the ratio at 
2s. sterling and when that too proved impossible of attain- 
ment they abandoned all further efforts and left the rupee 
to adapt itself to market conditions and to react to the 
violent fluctuations of prices in the outside world. The 
extreme uncertainties to which Indian commerce was mean 
while subject can be realized when it is remembered that 
from the rate of 23 4& sterling prevailing in January 1920 

the rupee exchange was propped up to as njd in the middle 
Vid* Royal Com on Indian Cumncy and Fbtancs 1926 P 1,0 
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of the following month and thereafter it began quickly to 
descend till it fell as low as is iod m September, when the 
Government withdrew from the exchange market It was 
again a grave error of judgment on the part of the Govern- 
ment that, m spite of and, mdeed, even after its acknowledged 
failure to maintain the exchange at 2s gold, it chose to pass 
the necessary legislation adoptmg that rate as the statutory 
ratio It could have served no other purpose than making 
pubhc minds, already confused m the extreme, worse con- 
founded 

So many unusual circumstances were simultaneously at 
work, that it would be impossible to apportion the real share 
of the exchange troubles for the untoward consequences from 
which our trade suffered at the time There was, however, 
no gamsaying the fact that the wild fluctuations of exchange 
which were then experienced largely added to the general 
difficulties of the period We need simply recall the crisis 
which faced the cotton import trade towards the end of 1920 
and to wholesale repudiation of orders, m order properly to 
comprehend the harassing effects of exchange fluctuations on 
trade It is true, as world circumstances then were, violent 
fluctuations of Indian exchange could m no case have been 
avoided At the same time, however, it must be borne m 
mind that, “ whatever the evils and inconveniences of 
instability may be, they are mcreased, if the movements of 
exchange are brought about not by the automatic action of 
economic causes, but by administrative acts ” 


IV 

the situation after the currency experiment of 1920 

The course of events, subsequent to the abandonment of 
the ill-fated attempt towards exchange stabilization, afforded 
a close analogy to what had happened m respect of currency 
m India between 1893 and 1898 Although the Govern- 
ment had to give up any active support of the exchange by 
means of offer of Reverse Councils, yet it did not cease to 
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adopt such indirect measures as would resist the downward 
trend of the exchange and assist Its gradual recovery Not 
onl> was the normal expansion of currency altogether 
stopped except on occasions when the stringency in the 
moncj market tended to reach the breaking point but there 
was actually effected a large reduction in the medium of 
circulation 1 As one waiter described it it was a constant 
pumping out of currency from circulation in order to raise 
exchange and the occasional pumping in of a few fresh 
crones when the situation would otherwise become too 
dangerous Tor some time the downward course of the 
exchange was not resisted With the rapid fall of world 
prices the depression of the Indian price level failed to keep 
pace. Tlic downward movement of the rupee exchange did 
not stop at rs rod to which as we said in a previous 
paragraph it had dipped in September 1920 Early in 1931 
it stood below the lea cl of is. 3d sterling and is. gold. At 
last however the rigorous pollcj of contraction aided sub- 
sequent!} by the a nest of the drooping tendency of world 
prices was able to shove up the exchange to is. 6cL sterling 
(equivalent at the tunc to is 4d gold) In October 1934- 
Thc subsequent appreciation of the sterling and the 
restoration of its panty with gold about the middle of 1935 
made is 6d sterling identical with is. 6d. gold- The actual 
course ot the rupee exchange during the period was in terms 
of gold is id and is 2d. in 1922 and is. 3d, and some 
fractions thereof during 1923 and the greater part of 1934, 
when it ascended steeply to is 4A and a farthing in October 
to is. 5 ,\d in December and to is 6,Vd in July 1935 
The deflationist policy noted above and the upward trend 
of the rupee exchange which naturally accompanied it 
reacted on our trade and industry in the same manner and 
introduced the same complications as during the closing yeam 
of the nineteenth-century That the adjustment of wages 
and other expenses of production was not complete till a 
least the middle ot 1923 it is not necessary to have recourse 
to statistics to establish It was quite an obvious fact on 

> VUt Raynl Omeniuian an InJUn Cnrrtncy tnd Finaa ra* s Vu *' 
tl App. Ill p 26 , for c ui ruboirtfvo Sgaxan. 
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which a perfect consensus of accredited opinion prevailed 
There is, therefore, simply no question as to the adverse 
influence which the currency factor exercised on our com- 
merce and industry 

The difficulties now were, m fact, many times more acute 
and embarrassing than were experienced during the closmg 
years of the nineteenth-century In the first place the 
depressing influence came on the top of a severe slump which 
had already set m Secondly, many of the nascent industries 
which came into existence during the peculiarly favourable 
conditions of the war, were yet struggling hard to secure a 
foothold To not a few of them the harassing effect of the 
currency situation was almost the last straw, although it is 
due to a complete and impartial statement of the whole case 
to add that some at least of the recently estabhshed concerns 
were built on so shaky foundations that they were bound to 
go to the wall under any circumstances In the third place, 
nearly every major industry of the country, steel, coal and 
cotton, was menaced with severe competition m almost every 
market and thus could ill afford to bear the special tax which 
a pohcy of deflation levied on busmess m general 

Lastly, the whole situation was further comphcated by 
the simultaneous rapid depreciation of the currencies of 
such countries as Japan, Belgium and Italy, who keenly 
competed with India m certain lines of trade It is well 
known that the dumping of goods from the countries on the 
depreciating standard was at the time a source of great 
embarrassment to the rest of the world Every country was 
put on its mettle to guard against this form of unfair com- 
petition Even Free Trade England had to go back upon its 
traditional pohcy and adopt measures with a view to pro- 
tecting its own mdustnes agamst competition, arising from 
any depreciation of currency in foreign countries In our 
own fiscal law, however, there existed no earlier provision to 
penalize unfair competition, except when such unfairness was 
attributable to direct payment of bounties, nor was any 
legislation subsequently undertaken to safeguard our 
mdustnes agamst exchange dumpmg from foreign countries 
Thus, m the absence of any general measure to prohibit or 
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restrict the cntiy of goods into India from countries on a 
steady depreciating basis our industry and commerce 
remained exposed to the full blast of competition stimulated 
Ity the constant depreciation of the currencies of those 
climes 


V 


HOW FAR TKADE WAS AFFECTED B\ UNFAVOURABLE 
CONDITIONS OF CURRENCY AND EXCHANGE 

(a) Analysis of Trade Statistics in General 
Let us now proceed to determine how far the unfavourable 
influences described above were able to predominate and to 
leave their impress upon the trade returns of the country 
On a general view it will at once appear that the changes in 
the course of the import and the export trade were during 
the years rather contrary to what we may have been led to 
expect We deem it unnecessary to reproduce here once 
again the relevant trade statistics in substantiation of our 
statements If the reader will refer to the tables on pages 
115 and 126 (top) which taken together will show the changes 
in the value of our total imports and exports he can see that 
notwithstanding a nse of nearly 20 per cent, m the exchange 
value of the rupee our exports instead of d i minis h i ng, 
actually went up in most years and were 55 per cent higher 
in 1925-6 os compared with the year 1920-1 whffe on the 
other hand the import trade did not only not increase but 
on the contrary was almost constantly on the down grade, 
standing in 1925-6 nearly 33 per cent lower than in 1920-r 
and 17 per cent below the average of the last named year 
and the one preceding it 

Similarly on reference to the two tables on pages 116 ana 
126 (bottom) it may be seen that what was true in regard to 
changes in value held good with substantial accuracy as far as 
the broad general movement of the trade in its quantitative 
aspect was concerned. While the import trade was unable to 
maintain the 1920-1 level in subsequent years showing « 
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restrict the entry of goods into India from countries on a 
steadily depreciating basis our industry and commerce 
remained exposed to the full blast of competition stimulated 
by the constant depreciation of the currencies of those 
dimes. 


V 

HOW PAR TRADE WAS AFFECTED BY UNFAVOURABLE 
CONDITIONS OF CURRENCY AND EXCHANGE 

(a) Analysis of Trade SlaUsltcs tn General 
Let us now proceed to determine how far the unfavourable 
influences described above were able to predominate and to 
leave their impress upon the trade returns of the country 
On a general view it will at once appear that the changes in 
the course of the import and the export trade were during 
the years rather contrary to what we may have been led to 
expect We deem it unnecessary to reproduce here once 
again the relevant trade statistics m substantiation of oar 
statements If the reader will refer to the tables on pages 
1 13 and 126 (top) which taken together will show the changes 
in the value of our total imports and exports he can see that 
notwithstanding a rise of nearly 20 per cent m the exchange 
value of the rupee our exports instead of diminishing, 
actually went up in most years and were 55 per cent higher 
in 1925-6 as compared with the year 1 920-1 while on the 
other hand the import trade did not only not increase but 
on the contrary was almost constantly on the down grade, 
standing m 1925-6 nearly 33 per cent lower than m 1 920-1 
and 17 per cent below the average of the last named year 
and the one preceding it 

Similarly on reference to the two tables on pages 116 and 
126 (bottom) it may be seen that what was true in regard to 
changes in value held good with substantial accuracy as t ara^ 
the broad general movement of the trade in its quantitative 
aspect was concerned. While the import trade was unable to 
maintain the 1920- 1 level in subsequent years showing a 
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pre-war year’s figure. The acceptance of the year as the 
basis for comparison is therefore calculated to give a false 
view of the subsequent course of the trade If we leave 
apart 1920-1 as an abnormal year, we can at once see the 
steady growth which characterized the whole course of the 
trade, and it is further to be observed that over a number of 
years the increase in the value of exports kept fairly even 
pace with the mcrease m their quantity Again, m weight 
and in value, exportation of rice, of all grains and pulse taken 
together, and of seeds exhibited a marked upward trend 
throughout the period, although the growth of value m such 
cases was slightly less than m proportion to the mcrease m 
weight. The same was more or less true m regard to the 
trade m raw hides and skins Thus every branch of our 
export trade gives a clear impression of progress and bears 
no ostensible marks of the imposition of a handicap from 
exchange, the only conspicuous exception being provided by 
cotton manufactures, especially twists and yams. 

We propose to examine presently the particular case of the 
cotton trade ; but the above survey evidently teaches us 
once agam the lesson, which unfortunately is so often for- 
gotten, that, after all, exchange is only one and by no means 
an all-important factor from the point of view of the trade of 
a country. The truth of this statement receives further and 
striking confirmation from the fact that it was during 1924-5 
that the rise of the exchange was especially marked and yet 
it is scarcely possible to trace its effect on our export trade, 
almost every staple showing a marked improvement on the 
previous year’s record m respect both of value and of weight 


VI 

HOW FAR TRADE WAS AFFECTED BY UNFAVOURABLE 
CONDITIONS OF CURRENCY AND EXCHANGE — ( COfltd ) 

(c) Analysis of Trade m Cotton Manufactures 

The question we have now to discuss is about the decline 
of our cotton export trade This, however, is best treated 
Q 
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ns n part of the general theme namely, how far the peculiar 
monetary circumstances of the period stimulated competitive 
imports from foreign countries and contributed to the serious 
difficulties with which many of our industries were con 
fronted It is obviously not possible to extend our enquiry 
into the ease of every industry great or small We intend 
therefore to examine in the following paragraphs three most 
important industries only cotton coal and steel all of which 
v> ere at the time passing through a period of acute depression 
The first of them was of course by far the most important 
with an extensive command over markets at home and 
abroad The second possessed an equally large internal 
market and could boast of an export trade which if not as 
important as the cotton trade was nevertheless not neg 
ligible The last named though a comparatively new and 
small industry with its operations strictly confined within the 
boundaiy of the country deserve* however an equal degree 
of attention with the rest on account of Its great national 
importance and its promise 

We first of all take up the cotton trade It is to be noticed 
that piece-goods exports from India did not so far as the 
quantity was concerned show any tendency to decline (see 
table on page 224) The loss of the yam trade, however 
was strikingly rapid and it undoubtedly constituted an 
important contributory cause of depression of the Indian 
especially of the Bombay cotton indnstry How far was 
this ascribable to circumstances connected with the monetary 
situation ? A closer and more minute examination of trade 
statistics is needed to get at the real truth 

The table on the following page shows the exports of yams 
from India to all the important countries of their destination. 
Only a briei glance at the table is enough to show that the 
marked and progressive diminution of our yam export trade 
was entirely on account of the rapid fall in our send ings to 
Chinn So far as other markets were concerned there was 
not only no decline of our exports to them but on the con 
traiy there was a slight increase. The above would naturally 
suggest that the decay of the trade was doe to some cause 
peculiar to the conditions of China rather than to the 
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operation of the depressing influence exerted by the appre- 
ciating rupee 

If, indeed, we examine the course of the trade with China m 
its retrospect, we observe that our exports to that market 
were long, m fact ever since 1906, showing a marked 
indication towards decline Our shipments fell from 282 

TABLE 


(In thousands of lbs ) 


Countries j 

19-0 | 


192: 23 

19=3 24 

1924 25 

1925-26 

China 

63,426 

! 6 l, 9 S } 

41,060 

20,734 

14495 

9,679 

Egypt 

Straits Settle- 

; 34 °t 

1,698 

3.665 

4.593 

6,667 

5.095 

ments 1 

3 ./S 5 

2,C9S 

1,679 

1.416 

S 3 * 

1.0S7 

Persia 

2,689 

3,249 

2.177 

2.315 

3,228 

3,6x7 

Siam 

7S9 

*>757 

I,lS6 

1,199 

1,429 

1 

1,679 

Total (all 

1 






countries) 

82,535 

81.033 

56.861 j 



3 X .874 


million pounds m 1906, the highest point they ever reached, 
to 223*4 million pounds m the following year, to 158*8 and 
129*3 million pounds m 1911 and 1912 respectively and only 
partially recovered to 183*3 million pounds m 1913, which, it 
must not be forgotten, was a very prosperous year The 
shrinking tendency of the trade was therefore no new feature 
of the period m question but was evidently attributable to 
some influence which was in operation for many years past 
The cause was, of course, no other than the rapid growth 
of the manufacturing industry within China itself, 2 which, 
with the advantages of locally-grown cotton, less expensive 
labour and proximity to the market, limited imports not 
merely from India but, be it remembered, from Japan as 


1 Largely an entrep6t trade for China and other Far Eastern markets 

2 The growth of the industry m China can be gauged from the fallow- 
ing figures — 


Year 

1900 

1911 

1913 

1916 

1924 


No of Spindles (in thousands) 

550.000 

831.000 
947,406 

1,029,218 

3,300,000 


♦ ♦ 


• ft 
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v.dL l Wc discussed in the previous chapter the strong anti 
foreign movement which retarded the industrial development 
of China during the closing yeare of the nineteenth century 
The Boxer Uprising of 1900 proved however to be the 
last effort of the Chinese people and their rulers to m aintain 
a policy of exclusion and to sweep from the Chinese Empire 
everything associated with the foreigner ’ 1 At long last 
China really awakened from her lethargy and began to bestir 
herself and there since set in a wave of progress v.hich 
naturally gathered considerable force after the Kusso- 
Japanese War * Thus once she was able to organize her 
cotton industry on its modem basis it was possible for her 
to ofTcr increasing resistance to similar goods imported from 
abroad. 

We believe we have dearly shown in the above paragraph 
that the loss of our yam trade was almost entirely to be 
accounted for on grounds other than monetary We now 
turn to an examination of the figures of cotton imports into 
India. Table A and Table B (see next page) respectively 
display the total weight of piece-goods and of yams imported 
between 1919-20 and 1925-6 together with the respec 
tive shares derived from the important countries of 
provenance. 

The year 1 920-1 was an exceptional year in the history 
of the cotton import trade when as we mentioned once 
before the fixation of the rupee at 2s gold led to a great 
rush of Import business and eventually when the exchange 
fell to wholesale repudiation of orders previously placed. It 
is therefore necessary to turn to 19x9-20 as the basis for 
subsequent comparison and since even that year whs not 


1 The decline In the Import* of yarn* from Japan to China (iododing 
Hong Hong) vnn as follcrw* — 


Y«« 

*9°3 

jpo6 

1007 

lpll 

1913 

*9*9 


WTHJoo Q * 

Y(4I 

UiOoc rt*. 

118 8 

1930 

90-0 

99-6 

1931 

91 3 

79*5 

I9« 

Jr 8 j 

98-9 

1913 

64*7 

£3 

I9J4 

63 3 


Itemer op dt^ p 105 
* So See Tk$ Forngn Trod t of China p til 
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quite norm'll for tlic trade on account of the me of cotton 
prices in America it may be preferable for a more correct 
representation to take the average for the two yearn 1919-20 
and 1920-1 as a rough and ready approximation to a fairly 
satisfactory base Now after a careful inspection of the 
above tables it is certainly difficult to arrive at the conclusion 
that the appreciation of the rupee exchange provided any 
regular impetus to the importation of cotton goods from 
foreign countries Imports either of twists or of yams 
showed no steady increase from Great Britain there were 
crests and troughs The same was true of shipments 
from the U S.A On the whole the total importation of 
cotton goods did not seem to have made any special 
headway 

It cannot however escape our notice that the inflow of 
Japanese yams and piece-goods however small their pro- 
portion from the standpoint of the total trade of the country 
was all these years showing an alarming rate of increase 
Italy too it seemed steadily expanded her Indian piece- 
goods trade during the period and she came in for some share 
of complaint which was placed before the Tariff Board by 
the Indian null-owners although as was only to be expected 
the gravamen of the charge of increasing competition was 
directed against Japan It is significant that the above- 
named were exactly the countries which were for the time 
being on a depredating standard and consequently in 
possession of an artificial advantage quite apart from and 
Independently of the appreciation of the rupee currency 
In such cases it may reasonably be suspected that the heavy 
depredation of the yen and the lira may have especially 
accelerated the growth of imports from those countries Let 
us examine if we can discover any correlation between the 
depredation of such exchanges and the nse of Imports from 
them The trade of Italy however was yet of trifling 
magnitude and still below the pre-war standard. The case 
hardly deserves scrutiny We propose therefore, to confine 
our attention to Japan only 

For the purpose of the above enquiry we present m another 
and more detailed form the imports of Japanese cloths and 
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yams into India, placing them side by side with the prevailing 
rates of exchange 

TABLE 1 


Pcnod 

Exchange Rate, 

Rs. per 
joo jen 

Yam 

(million lbs). 

Cloth 

(million yds ) 

1923 




January-Junc 

154-158 

14 2 4 

64 93 

July-Deccmbcr 

155-152 

IO 70 

53 21 

1924 




January-Junc 

14 7-135 

10 16 

62-28 

July-Deccmbcr 

133-105 

20 55 

83*26 

1925 




January-Junc 

107-1 I I 

18 73 

93-21 

July-Deccmbcr 

112-IlS 

12-99 

10723 

1926 




January-Junc 

120-130 

1773 

116 42 

July-Novcmbcr 

I 3 0 ~ I 37 

8 09 

: 

91 32 


It may be seen from the above that, during the second 
half of 1923, imports, notwithstanding an appreciable fall 
of the exchange, diminished rather than increased. In the 
first half of 1924, when exchange underwent a marked 
depreciation, cloth advanced but yam receded from the 
previous level July to December, 1924, saw, indeed, a sudden 
jump m the importation of both yams and piece-goods as if 
m tune with a heavy drop m the exchange , but m the follow- 
ing months, although the exchange contmued to depreciate 
still further, the upward tendency of imports manifested 
itself only m regard to cloths, and not yams, which, on the 
contrary, suffered a decrease During the later part of the 
year 1925 the exchange commenced to rise and yarn imports 
contmued to fall , but there was, on the other hand, a rise m 
the imports of cloth In 1926, notwithstanding the con- 
tinuance of the upward trend of the exchange, there was m 
the first six months a remarkable advance both of yam and 
piece-goods imports, while m the last five months there, was 
an equally marked decline In plain language, the figures 
shown above in the table lend themselves to no precise 
conclusion 

1 Table XXXVI of the Indian Tariff Board Report (Cotton Textile 
Industry Enquiry), 1927 
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It must however be recognized that so long as there 
exists no way of segregating the other factors it is hardly 
possible to trace the tangible effect of exchange on trade. 
A reference to Table XXXV (which we need not reproduce 
here) of the Tariff Board Report on Cotton Textile Industry 
Enquiry (p 55) will show that in Japan the tendency for 
wages and wholesale prices to rise as the exchange moved 
down was comparatively slow in its operation. There 
can therefore be little doubt that the depreciation of the 
Japanese exchange while it lasted stimulated exports from 
Japan to India. AU that therefore we are entitled to say 
on the basis of evidence we can scan from trade returns is 
that exchange was certainly not the preponderating factor 
in the situation 

It is in the end gratifying to note that although there was 
imposed a temporary handicap on the Indian cotton industry 
by the appreciating rupee the effect of which was further 
complicated and aggravated by the heavy depreciation of 
the yen and the lira, it did not in actual practice lead to any 
increase in the percentage proportion of imported cloths or 
contrarily to any decrease in the share of indigenous mill 
made goods m relation to total Indian consumption During 
the quinquennium 1921-2 to 1925-6 the proportion of net 
consumption of Indian mill production to the total Indian 
consumption of yarns was 92*6 as compared with 92*7 during 
the pre-war quinquennium and 95 1 during the exceptional 
years of the war The Indian mills can therefore hardly be 
said to have lost their ground m yarns during the period of 
the appreciating rupee. Over the same period the quantum 
of In dian supply of piece-goods showed m fact a noticeable 
increase From the pre-war quinquennial average of 
443 per cent, and the war average of 567 per cent 
it advanced to 66 per cent during the lustrum 192 1-2 to 
1925-6 

The crux of the whole situation, however lay not in the 
volume of imports but in the price at which they were placed 
on the market It was an obvious and acknowledged fact 
that since 1921 prices of Indian cotton goods were rapidly 
falling off in sympathy with the decline in the prices of 
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imported goods. To a certain degree a downward trend of 
prices from the high level reached m the abnormal conditions 
of the war and its aftermath, when the mill-owners were able 
to pocket at the expense of the consumers more than their 
reasonable share of profits, was perfectly natural The 
depressing influence did not, however, stop there but con- 
tinued to drag down the price even to the point of un- 
remunerativeness In this connection attention may again 
be drawn to the table on page 224 to show that the same 
depressing influence, as was only to be expected, was being 
felt m regard to prices of exports also The careful investi- 
gation of the Tariff Board revealed that it was, in fact, the 
Japanese competition winch was responsible for this state 
of affairs m the home market and the same was more or less 
true in respect of external markets No evidence was forth- 
coming that Lancashire goods were being sold at prices which 
undercut Indian prices The question now is How far was 
the exchange instrumental in assisting the Japanese manu- 
facturers m underselling the Indian products ? It is very 
difficult to say That the strength of Japan’s competition 
did not, however, depend in any essential degree on the 
accident of exchange stimulus seems perfectly certain For 
we cannot forget that smce March, 1921, the import duty on 
cotton piece-goods into India was raised to 11 per cent , 
while the excise remained unchanged at 3! per cent , from 
December, 1925, the excise duty was altogether abohshed , 
towards the end of 1926 the yen practically returned to gold 
parity, and notwithstanding every other circumstance which 
m subsequent years either deprived Japan of her artificial 
advantage or countervailed it, the force of competition which 
India had to meet from that country showed no sign of 
abatement 

Our finding may now be conveniently summarized The 
appreciation of the rupee between 1921 and 1925, unaccom- 
panied as it was without any corresponding adjustment of 
other factors, naturally lessened the competitive strength of 
the Indian manufacturer The difficulty of the situation was 
still further increased by the heavy depredation of the 
currency of so formidable a rival as Japan Notwithstanding 
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nil that, our exports ot piece-goods continued to show their 
normal expansion Our yam trade however strikingly 
declined but it was primarily accounted for by reasons 
scarce!) connected with currency and exchange Imports 
from countries other than Japan and Italy showed 
no noticeable or steady increase. Although the influx of 
goods from the former country showed a prodigious rate of 
increase India was on the whole able to maintain her normal 
share of the yam trade and actually improved upon her 
previous position in respect of the piece-goods trade. Never 
thclcss it was a fact that the Japanese competition was 
constantly exercising a depressing influence on the prices of 
local products tending to eliminate all normal profits for the 
Indian mill-owners Although the exchange was undoubtedly 
on additional favourable factor for Japan yet the subsequent 
vitality of her competition m the face of every counteracting 
circumstance bore abundant testimony to the fact that her 
ability to undersell Indian goods rested not on the ephemeral 
stimulus of exchange but presumably on a more lasting 
foundation 


VII 

BOW PAR TRADE WAS AFFECTED BY ADVERSE CURRENCY AND 
exchange factors (further amid) 

(d) In Reference to Coal Trade 
If we next turn to an examination of the position of 
coal industry we at once observe that the depression from 
which it was suffering had not even the remotest traceable 
connection with the upward movement of the exchange. 
On the contrary it was precisely daring the period when the 
rupee exchange was evmcmg rts upward bras that the 
industry regamed the ground which it had lost in 1921 and 
1922 as the consequence of a sudden influx of foreign 
coal into the Indian market let us carefully scan 
the following table which supplies the necessary par 
ticulars 
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TABLE 

(Figs m x,ooo tons ) 



X 

Net Ind 
Production 
(Gross pro 
duction 
Minus 
wastage and 
colliery con- 
sumption ) 

3 

Exp 

1 

3 

Coal 
retained 
for Ind 
consumption 

4 

Imp 

3 pins 4 

Total 

consump 

tion 

Percentage to 
total 

i 

Ind 

coal j 

1 

Foreign 

coal. 

1910 

! *0,541 

9S8 

9,553 

333 

9,886 

96 64 

3 36 

1911 

11,126 

862 

10,264 

340 

10,604 

96 80 

3 20 

1912 

12,868 

899 

11,969 

612 

12,581 

95 14 

4 86 

1913 

14,182 

759 

I 3 . 4 2 3 

858 

14,281 

94 OO 

6 00 

1921 

16,890 

276 

16,614 

1,300 

17.914 

92 75 

7 25 

1922 

16,635 

77 1 

16,558 

I. 7 I 3 

18,271 

90 63 

9 37 

1923 

17,200 

*37 i 

17.063 

629 j 

17.692 

96 45 

3 55 

1924 

18 , 53 ° ' 

206 

18,324 

469 | 

18.793 

97 5 i 

2 49 

1925 , 

18,159 

216 

17.943 

488 j 

18,431 ! 

97 36 ] 

2 64 


It is to be observed that after the year 1923 the impor- 
tation of foreign coal was far from excessive, especially m 
comparison with 1912 and 1913 figures, and it tended on the 
whole to fall rather than increase In fact, it is quite note- 
worthy that in 1923 the proportion of foreign coal to total 
Indian consumption was appreciably smaller than in 1912 
and 1913 and was almost the same as in 1910 and 1911, 
when there existed no foreign competition worth the name 
It is still more significant that in the following year, when 
the greater part of the rise in exchange took place, the 
proportion instead of increasing went still farther down In 
1925, with a shght mcrease m imports and a simultaneous 
reduction of domestic production, the proportion went up a 
little but was yet noticeably below the level of any pre-war 
year 

It may be argued that a general analysis of this kind does 
not by itself prove anything For the truth of the matter is 
that it is only m the sea-board markets that foreign com- 
petition makes itself effective The point at issue cannot, 
therefore, be truly decided without a special reference to fhe 
situation existing m such markets For the purpose of this 
special enquiry we extract (see next page) the following 
figures of coal imports into Burma, Bombay and Madras, 
the three important sea-board markets where foreign and 
indigenous coal come mto conflict 
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A minute scrutiny of the above table is needless The 
steady decline of imports during the years while exchange 
was moving higher and higher and the simultaneous recovery 
of the ground, which Indian business had lost m 1921-2, 
will be equally clearly manifest in respect of all the three 
markets By 1924-5 Indian coal recaptured more than its 
pre-war share of the Burma trade, nearly regamed its lost 
pre-eminence m Madras, and in Bombay, notwithstanding 
the fact that it had previously earned a bad name for itself, 
was on the fair way to the re-establishment of its former 
position 

It is thus evident from our above examination that the 
hold of the Indian coal on the national market was not only 
not shaken but actually strengthened between 1921-2 and 
1924-5 while the rupee was steadily appreciating. Never- 
theless, the depression of the coal industry was an undoubted 
fact What, however, was the cause of the depression ? It 
was fairly obvious that the low price of Indian coal was not 
m the least the effect of competition with imported coal In 
the whole of the vast interior, prices were altogether 
unaffected by any external competition Foreign com- 
petition, so far as it existed, was entirely localized m sea- 
board markets and was therefore scarcely likely to appre- 
ciably affect the average price obtained by the Indian mines 
on their total sale The true cause of the depression, as the 
Tariff Board cogently remarked, was due to “ over-rapid 
development caused by the most sanguine hopes during the 
exceedingly prosperous years from 1917 to 1921, when the 
demand for coal was growing and foreign supphes were 
unobtainable ” 

Next, as regards exports of coal, it may be seen that they 
tended to grow rather than decline smce the year 1922 (see 
table on page 235). True, the recovery was extremely 
slow , but the reasons for that were sufficiently well known 
and obvious Shortly after the termination of the war(* e , 
by the middle of 1920) there arose for various reasons an 
extreme scarcity of coal m India and consequently expor- 
tation to overseas markets was subjected to various controls 
and restrictions Supphes from competitive sources quickly 
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filled in the gap and in the interval secured a firm hold on 
India s former markets To wrest bach trade once lost to 
powerful competitors was in all circumstances bound to be 
extreme!} difficult especially m the face of competition from 
virtually subsidized South African coal But it was rendered 
still more so by the existence of a strong prejudice against 
Indian coal which as in Bombay owed its ongm to the fact 
tliat the supplies reaching them in the past were often of 
inferior quality or not what they were represented to be 
After arrangement liad been made in India for grading and 
for the grant of certificates for export coal the prejudice was 
gradually removed and the Indian coal was able once again 
slowly and steadily to consolidate its position in adjacent 
markets 1 It would therefore be clearly erroneous to add 
appreciation of the rupee as one of the contributory causes 
of the slow recovery of the export trade at least in so far as 
it would be attributing to it a practical importance though 
under the circumstances it had no more than a mere 
theoretical significance 

(e) In Reference to Trade tn Steel 
Last of all we intend to examine briefly the case of the 
third important industry steel which was in a state of 
depression and in the face of foreign competition was com- 
pelled during the period under consideration to part with its 
output at unprofitable prices It will be recalled that the 
depressed condition of the industry soon led to a demand for 
protection which was referred to the Tariff Board for enquiry 
m the middle of 1923 Till then the appreciation of the 
rupee-sterling exchange had not proceeded far in other 
words the depression of the industry dated from a penod 
before the situation was sensibly complicated by the upward 
movement of the rupee In fact the slump m the steel 
trade it was clearly ascertained by the Tariff Board was 
not peculiar to India but almost world wide and was 
accounted for by an appreciable increase m the worlds ' 
productive capacity of steel together with a great decline in 
its consumption It must however be added that the 
1 See «*/r* p 357 
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simultaneous depreciation of the Continental exchanges, 
leading to sporadic dumpmg of goods from those countries 
on the Indian market, undoubtedly served to accentuate the 
difficulty which confronted us at the time But this 
evidently was a difficulty which we had to share with every 
other nation whose currency was less depreciated than those 
of the Continental countries 

Let us now pass on to the enquiry how far and in what 
manner the appreciation of the rupee exchange, which 
became quite pronounced smce the middle of 1924, hit the 
Indian steel industry The shelter which was afforded to the 
industry by the Act of 1924 was estimated on the assumption 
that the sterling exchange would remain at is 4d to the 
rupee The subsequent rapid nse of the exchange from 
is 4d. to is 6d was calculated to bring down the price of all 
imported steel by about Rs 16 per ton and thus expose the 
native industry to the full blast of foreign competition In 
actual circumstances, however, the British price of structural 
sections fell by no more than 10s a ton from that which 
ruled m the latter part of 1923 and the prices of British bars 
and plates remained practically unaltered 1 In consequence, 
the importation of steel from Great Britain showed no 
tendency to increase On the other hand, so far as Con- 
tinental steel was concerned, there was a heavy fall m its 
price m India In fact it was steadily depreciating even m 
sterling price, thus competmg with British steel both m 
foreign and m the British domestic market The con- 
sequence, as far as we were concerned, was a rapid nse m our 
imports partly m substitution for Bntish steel from Belgium, 
which, among the steel-producmg Continental countnes, 
occupied the leading place m our market 

In support of our assertion that it was the Belgian and 
not the Bntish steel which was imported in mcreasmg 
quantities, we reproduce the figures on the following page 
In the table the imports dunng the first half of the 
fiscal years 1922-23, 1923-24 and 1924-25 have been com- 
pared On account of the occupation of the Ruhr in 

x Vide Report of the Indian Tariff Board regarding the Increase of the 
Duties on Steel, 1924, Chap II, pp 6-7. 
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A studs ol the coutv o! fluctuations of the Belgian franc 
fn relation to the dollar would show that after Its collapse In 
JfircA t<f t ann 1 a »Arr ft vacA/nr Cl tVt hr rv /alhtciog 
months It hept fairly steady seith slight oscillations on both 
sides of 4 J5 throughout the rat of the year It was la 
truth the sterling which was undergoing an almost winter 
rupted rise dnnng 1914 There was eonsequcntlj no bask 
(or the suspicion tint the sag in the Continental price of steel 
and its heavy importation into India in competition with 
native and British steel was in any appreciable degree 
accelerated by the depreciation of the Continental currencies. 
It seems difficult to staid the conclusion that the situation 
as it rose and atlecled the Indtan steel industry was largely 


CONCLUSION 


241 

the outcome of the appreciation of the rupee exchange and, 
in so far as there appeared a gulf between British and Con- 
tinental steel prices, it was due to the partial appreciation of 
the sterling itself. Even so, it must here be pointed out, 
the exchange was not accountable for the whole of the 
difficulty “ There seems to be no doubt — more than one 
of the importing firms have frankly admitted it — that very 
large orders were placed at the beginning of 1924 in the hope 
that the steel would arrive m India before the new duties 
took effect, and that the subsequent rise m the internal price 
would yield a substantial profit Much of the steel so 
ordered could not in any case have reached India m time, 
and, owing to transport difficulties in Belgium, considerable 
quantities of steel were held up much longer than usual 
The result was that, after the new duties came into force, 
the stream of steel from Antwerp contmued to pour mto 
India with unabated vigour.” 1 


VIII 

CONCLUSION 

Our analysis m the foregoing pages has, we believe, shown 
in a clear and irrefutable manner that the actual course of 
events did not accord with the apprehensions raised by the 
upward trend of the exchange Contrary to popular ideas 
on the subject, the course of exchange did not, for reasons 
already explained, reflect itself m adverse conditions m the 
general trade of the country The cotton industry, notwith- 
standing what the protagonists of the i6d rupee have often 
laboured to make out, suffered not from exchange but through 
a variety of other causes The onset of the Japanese com- 
petition was no doubt severe to an extent but it was funda- 
mentally due to the latter’s energy and resource which might 
be followed to advantage by our country It did not again 
require much perspicacity to realize that m regard to the 

1 Report of the Indian Tariff Boaid regarding the Increase of the Duties 
on Steel, 1924, p 9 
R 
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acting forces. Secondly, it is clearly seen that more often 
than not the difficulties which confronted our major manu- 
facturing industries at the time had their roots elsewhere 
and in fact deeper than in the conditions of the exchange 
The situation, indeed, was such as to call for a patient and 
careful scrutiny of the problems which faced each individual 
industry affected and an arduous attempt on the part of its 
captains to tackle them rightly by judicious reorganization 
and reform. There was clearly no occasion for making a 
flutter over the exchange question, and thus allowing 
precious time to be lost, though unfortunately, it must be 
added, most of our industrial leaders, who ought to have 
known better, were still barking up the wrong tree and 
refusing to look reality m the face Lastly, it was pomted 
out here above that even when a particular industry was 
subjected to serious embarrassment from the rising trend of 
the exchange, there existed, however, no cause for extreme 
solicitude in so far as there was provided through the 
machinery of the Tariff Board an ultimate, essential safe- 
guard against any special disability of the above land. 
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II 

THE RATIO OF STABILIZATION AND ECONOMIC ADJUSTMENT 

Let us now proceed to this enquiry In this connection it 
must m the first place be borne m mind that the rupee 
exchange was in a state of constant flux ever smce the middle 
of 1917 , indeed in subsequent years it was often subject to 
especially violent fluctuations When the is 6d ratio was 
placed on the statute book, it was not only holding the field 
but had behind a record of stability extending over a period 
of two years m relation to gold and two and a half years in 
relation to sterling. In so far as exchange fluctuations did 
not reflect Changes m relative price-levels, but on the contrary 
acted as a lever to bring pnce-levels m harmony with them, 
it is clear that, " the only ratio to which prices had any 
opportunfly of adjustmg themselves m the period smce 1918 
has been the ratio of is 6d ” The charge frequently levelled 
against the authorities by the advocates of the i6d rate that 
the i8d rupee was attained by conscious manipulation of 
currency, though it was to a certain extent founded m fact, 
is not, however, strictly relevant to the present issue By 
whatever means the ratio may have been brought about and 
maintained, the very fact that it contmued at that level for a 
certain length of time naturally provided the justification for 
its subsequent retention, if economic conditions, as were only 
to be expected, had meanwhile reaccommodated themselves 
to the new exchange position Whether the Government 
was justified m its initial steps, that is to say, m sticking to 
i6d sterling rather than to i6d gold smce October, 1924, 
and whether, if things were managed differently, the open 
market exchange by the interplay of free economic forces 
would have eventually settled down at the i6d ratio is quite 
another question and does not, let us once again say, bear 
upon the pomt at issue The only pertinent question, as far 
as we are concerned here, is about the situation in hand and 
whether economic conditions existed m harmony with it 
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(o) In htsf/cl of Pruts 

I’ncrx nrnl wages represent in fnct the two important 
directions in which readjustments Were first needed to bring 
about the nboxc Inrmony Let us imestigatc how far the 
above factors lnd adapted thcmsclscs to the ratio at which 
the cscliangr was legally fixed If the reader will refer to 
the Report of the llillor. 1 ounr Commission ' where the 

nature pace and extent of mtcradjustmcnts between prices 
and exchange during the period from June 1932 to 
December 1925 lias e been illustrated by means of graphic 
representation lie wall observe that in 1923 and the first 
half of 1924 when the exchange was fairly steady at about 
is 3d gold nios cments of world prices and of Indian rupee 
prices roughly corresponded but from October 1924 to 
September 1925 there was a rapid and saolcnt downward 
movement of the rupee price-level winch was not the 
reflection of any sfmilar movement m world prices. The 
line representing Indian prices in terms of gold however 
continued to follow approximately the same trend as world 
prices thus indicating that the fall of rupee prices was due 
to the adjustment of these prices to a new level of exchange 
T urther the final curves in the diagrams suggest that the 

adjustment of internal prices in India to the is 6d. rate of 
exchange is practically complete and that the trend of rupee 
prices has again begun to correspond with that of world gold 
prices 

The Note of Dissent took on the other hand the whole 
length of price moxements in India between July 1922 and 
February 1926 w hich on an average oi Calcutta and Bombay 
index numbers showed a fall of 30 points from 185 to 153 But 
in view of the fact that the world price level stood on exactly 
the same plane at the beginning and at the end of the afore- 
said period while the rupee exchange appreciated in the 
interval to the extent of 27 per cent it was claimed that a 
depression of 50 points (i.» 27% of 185) was required for 
complete adjustment Thu3 it was argued there existed a 
dear lag in adjustment between prices and exchange 

1 ViiM pp. 68-74. 
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Against the contention of the dissentient note, it must in 
the first place be stated that the method of its approach 
towards the question is not qmte free from objections For 
evidently the actual figures which are thus obtained depend 
to a certain extent on the selection of particular dates, which 
may not be strictly comparable, and on the mode of com- 
pilation of figures, that is likely to vary from one country to 
another As the majority of the Commissioners rightly 
pointed out, “ It may be said that the mdex figures are more 
rehable in indicating the general trend of prices in each 
particular country than m comparing the relative levels of 
prices m two or more countries ,,;l 

In the second place, it is to be noted that the results 
obtamed by the Minute of Dissent have been vitiated to a 
certain extent by errors of calculation, which tend to make 
the maladjustment appear more marked than was actually 
warranted by the figures To quote the words of Sir Basil 
Blackett, who was the first to expose the arithmetical error 
“ But the amount to be expected for full adjustment was 
not 50 pomts but 39, since a nse of 27 per cent m the first 
position (exchange) corresponds to a fall of 21 per cent , not 
27 per cent , m the other (Indian price-level) Thus smce the 
world price-level was 150 both at the beginning and the end 
of the period, the adjustment was not on Sir Purshotamdas’ 
figures 30-50 or 60 per cent as he says, but 30-39 or 77 per 
cent , leaving 22 per cent , not 40 per cent , as the extent 
of the then lack of adjustment ” 1 2 He went on to demon- 
strate that if the figures were carried on to May, 1926, in that 
case, "using the same mdex numbers as are used m the 
Minute of Dissent, 80 per cent of the change in prices 
corresponding to the is 6d rate had already taken place a 
month before the Commission reported ” 3 

The pomt that emerges with distinctness from the above 
discussions is that prices had achieved a substantial degree 
of adjustment at about the time when the Currency 

1 Vide Report, pp 68-9 

a Lecture on the Indian Currency Commission’s Report m the Delhi 
University Convocation Hall on 23rd November, 1926 See Tunes of 
India, November 24th, p 13 

3 Ibid, 
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ConimlMloii Report was drawn up During the penod which 
Intervened between its publication and the statutory enact- 
ment o( the iSd ratio the rest ot flic adjustment was no 
doubt practical!) K not perfeetl), accomplished 

Much was made ot the (act by the opponents ot the l8d 
ratio that the cxcliange showed some weakness in April 
19:6 and some montlis Later in the same jear when the 
Government was compelled to liavc recourse to a certain 
degree of deflation in support ot the exchange It was 
however complete!) forgotten b) the critics ot the Govern 
mental pollc) tliat manipulation up to a certain extent in 
accordance with the varying conditions ot trade and business 
formed an inseparable part of every currency system The 
fact that there was not caused the least stringency in the 
money market ns the consequence of the Gov emment s inter- 
ventlonbut on the contrary there always existed more than 
usual case in the Indian money conditions was proof positive 
ot the fact that no undue pressure was being brought to bear 
upon the pnce-levcl for the maintenance of the exchange at 
the prevailing ratio 

(6) In Rupert of [Pages 

We now proceed to the question of wages. Under 
normal conditions the natural formation of prices always 
tends to form a certain economic equilibrium between 
different groups of prices, A fundamental condition for this 
equilibrium is that produce prices correspond to the costs of 
production — that is to say the sum total 0! prices that had 
to be paid ior producing the article. 1 A most important 
and doubtless the least tractable element in the total costs 
of production is wages It is therefore very important to 
enquire how far the Indian wage-level both industrial and 
agricultural had responded to the new situation 

On this point there is a deplorable dearth of reliable and 
adequate evidence. However defective the statistics 
annually published in the volumes TVogej and Prices in 
India may have been wo might have with the aid ol such 
figures reached a conclusion which if not strictly accurate 
1 Cunt sronsy uni Fords* Bxcis*gi njUr 1914 j> >7.4 
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would not have been far from the substantive truth For 
" the main advantage of the application of statistical 
methods " is " that data liable to error can, when treated m 
the mass, be utilized to produce correct facts, so long as the 
errors are equally likely to occur on either side of the true 
value ,f Unfortunately, however, the discontinuance for 
reasons of economy of the publication of the abovenamed 
series since the year 1923 leaves us without any means to 
amve at the definite truth 

The opinion of the majority of the Hilton-Young Com- 
mission affords us no reliable guidance It was based on 
inference and probabilities of the case, not on any analytical 
study of facts and figures, and on the whole it was a negative 
rather than a positive verdict " Where exchange and 
prices," said they, “ have been steady over a considerable 
period, we should feel justified in assuming that wages were 
in adjustment unless there were any clear indications to the 
contrary ” 1 Our experience on a previous occasion, if some- 
what limited, showed, on the contrary, that once wages m 
India had gone up on the scale, they proved extremely 
tenacious of existence at the higher level and did not so 
quickly climb down The question, however, still remams 
whether, during the previous period of rising prices which 
contmued till the year 1920-1, wages followed quickly m 
the steps of the ascending price-level That is a fact which 
has first to be clearly ascertained and m our enquiry here 
we must never lose sight of this pomt 

We now turn for a moment to the Note of Dissent for the 
purpose of examining if it throws any hght on the question 
There is an attempt here to documentize the view which is 
mamtamed m opposition to that of the majority of the Com- 
missioners But on close scrutiny the facts and figures 
presented appear no more conclusive than the a prion 
assumption of the majority In the first place, as far as 
industrial wages are concerned, there is no evidence adduced 
to show the existence of maladjustment between wages and 
prices The writer only makes the bare statement, based on 
information obtained from private enquiries, that since 1922 

1 Supra, p 249 
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no reduction Ind licen made In the wage-level of most 
industries Tliii of course does not by iL«cIf prove my 
tiling Onthcwntcrsownshowang the industrial labourer 
citlirr did not press effectively for full compensation for the 
higher cent of living or the employer delayed recognizing the 
hardship of Ins employee In preceding years when prices 
were rapidly In the ascendant 

In regard to the jute mill industry for vv Inch only the writer 
of the dissentient minute quotes detailed figures it is at once 
evident that wages actually lagged behind prices and it was 
only fn 1915 that they first came into fairly close line with 
each other So too in Bengal coal mines wages were quite 
in harmony with the cost of living Index in 1925 It is true 
that the scale in the Bomlmy cotton Industry was dis- 
proportionately high and every attempt on the part of the 
mill-owners to effect reduction proved entirely Irultless 
except tint they were able to withdraw in 1924 the yearly 
bonus sanctioned during the boom year On the other 
liand it is worth notice that the extent of maladjustment 
was too wade to be adequately bridged even by reversion to 
l6d, exchange basis In fact wages in Bombay as the 
Tanfl Board pointed out with sufficient clearness con 
stltutcd a problem peculiarly its own. Secondly we must 
bear In mind that tlic situation in Bombay was not typical 
of the rest of India. In Ahmcdabad for example wages 
were brought clown by 15J per cent m the middle ol 1923 
On the whole therefore the evidence before the Royal 
Commission seems to point to the conclusion that except In 
individual instances there did not most probably exist any 
general maladjustment in respect o( the industnal wage- 
level 

As we now go over to take up the discussion of agricultural 
wages we find that we are on more uncertain grounds here. 
The materials available to the Royal Commission were very 
fragmentary consisting of wages for the Bombay Presidency 
only Let n3 examine them for what they are worth. On 
the basis of such figures it is of course quite evident that 
wages exhibited during the period under consideration a 
constant upward bent and in 1925 the real wages of labour 
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stood on a level considerably higher than was true in 1914 
With the lastnamed year as the base, the index numbers 
of real wages were as high as 125, 114 and 132 respectively, 
for field, ordinary and skilled labour m rural areas 

“ In the absence of any other data,” the Minute of Dissent 
accepts such partial statistics described above “ as repre- 
senting the general agricultural wage-level in India ” A 
caveat must be entered agamst this assumption Extensive 
constructional work associated with various development 
projects m reclamation, irrigation and building of dams, 
new and large capital undertakings in connection with 
electrification of railways, etc , and lastly, exceptionally high 
prices of cotton especially comphcated the wage situation m 
the Bombay Presidency during the period m question In 
the ordinary course of events the existence of a level of wages 
higher than pre-war was certainly to be expected, particularly 
m that provmce 

Secondly, we have to bear in mind that even m pre-war 
years and indeed from long past the curve of real wages in 
India manifested a continual tendency for slow and steady 
rise To take the example near at hand, m 1914, as com- 
pared with the year 1900, the mdices of money wages for 
field, ordinary and skilled labour m the Bombay Presidency 
stood at 180, 183 and 133 respectively, although the cost of 
living mdex figures had in the interval gone up by 17 pomts 
only True the base year 1900 was quite an abnormal year 
when, on account of the prevalence of famine, wages dropped 
m rural areas far below the previous normal , but even when 
we made every allowance for this, there would still remam a 
clear balance of higher real wages at least for ordinary and 
field labour 1 Whether the tendency was the dnect out- 
come of mcreased efficiency of agricultural production m the 
reward for which labour and capital equally shared, or 
whether, on the contrary, it represented nothing more than a 
gradual elevation of the level of wages, which social con- 
ditions had kept too low, we have no clear means to deter- 
mine Whatever may have been the cause, the tendency 
was manifestly there, and it is reasonable to assume that the 
1 Vide Statistics in the Bombay Labour Gazette, January, i 9 2 5> P 5°3 
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cause was still at work to prolong the tendency in sub- 
sequent ycirs. In this connection it is quite relevant to 
notice one very obvious fact Largely as the consequence 
of the valuable work done by the Indian Central Cotton Com 
mittec to Improv c Its cultivation the yield ot cotton in India 
showed some Improvement in post war as compared with 
pre-war years 1 In the Bombay Presidency where cotton 
constitutes the most important cash crop an increase in its 
yield was pnma facu likely to push up the wage-level to a 
certain extent although no definite conclusion oi this kind 
ls strictly permissible without a complete examination of the 
entire range of agricultural production. 

II we now look at the figures of agricultural wages in 
Bombay in the light of the above discussions and read them 
carefully between the lines the untcnability' of the contention 
put forward in the Minute of Dissent is at once clearly seen 
and after all it appears scarcely probable that there existed 
any noticeable degree of maladjustment in agricultural 
wages Ev en if it ware assumed that there still existed some 
maladjustment it would be necessary to remember a few 
points that we might retain a right sense of proportion in 
regard to the injury which might thereby be inflicted on the 
agriculturist. 

In the first place we have to bear in mind that so far as 
any disparity still existed it was sure to have been quite 
small In India a much larger percentage of wages is 
sjwnt on foodstuffs than in Western countries and therefore 
there is a very necessary ultimate adjustment of wages to the 
pnee of food grams * Besides the facts before us which we 
have clearly analysed in the foregoing paragraphs it is true 
do not clearly establish that the process of adjustment was 
complete but at any rate they convincingly demonstrate that 
agricultural wages in India were not to any considerable 
extent out of accord with the new level of prices based on the 
l8d. ratio Secondly it is not to be forgotten that a con- 
siderable section of our peasant population seldom hires 

1 Yield per hectare in quintals Average 1909.13 09 1921 1 1 

jgji i o 1923 1914 and 1923 1 o 1916 o 9 1927 1 1 1 0 

19*9, 09 

* Royal Com on Cftrrmcy 1926 p 74 
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labour and, ordinarily speaking, is not therefore under any 
obligation to pay wages. Lastly, on account of a level of 
prices considerably higher in comparison with pre-war years, 
the burden of land revenue was now lighter than was mtended 
at the time of the settlement 

Thus, on the whole, there was no ground to suppose that 
the stabilization of the exchange at is 6d was likely to 
affect the fortune of the agriculturist m any appreciable 
manner A good deal of the hardship of our farmers in post- 
war years, which was ascribed to the influence of exchange, 
was, in fact, due to the relative state of prices of agricultural 
and other commodities " Whatever the level of exchange, 
it is not probable that India with her intimate trade relations 
with the rest of the world could have escaped the reduction 
in the purchasmg power of the agricultural classes as the 
result of a world-wide movement of prices agamst the 
agriculturist such as appear to have taken place since 
1920 1,1 

After our protracted discussion it is probably not necessary 
to affirm that, as far as economic conditions m India went, 
the case for stabilization of the exchange at i8d was over- 
whelmingly strong m the beginning of 1927, when the 
necessary legislation was passed At the same time outside 
conditions generally 1 2 3 were gradually making for the main- 
tenance of stability of world prices It was consequently 
desirable to end the indefinite and unsatisfactory position of 
Indian currency in which it was left ever since the breakdown 
of the system in 1917 It is probably equally needless to 
add that, whatever may be the varying shades of opinion as 
to the degree of adjustment which was actually reached on 
the basis of the i8d ratio, there cannot be a shadow of doubt 
that m 1927 the tide of economic forces had led us far away 

1 Report of the Indian Tariff Board (Cotton Textile Industry Enquiry) 

Vol I, p 29 » 

3 Of “It is well known that the strongest financial countries. Great 
Britain and the United States of America, are both directing their monetary 
pohcy towards the maintenance of stable prices at somewhere round the 
Index Number of 150, as compared with 100 pre-war This has been 
publicly affirmed to be the pohcy of the Federal Reserve Board of the 
United States “ Speech of Sir Basil Blackett on 7th March, 1927, on the 
Currency Bill See Legislative Assembly Debates, 1927, Vol II, p 1 75 * 
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from the anchorage-ground of 15 <jd An attempt to revert 
to the old ratio was therefore bound to react with catastro- 
phic disturbance and though it might give breathing time 
to a few industries which were in a state oi inanition and a 
temporary lift to others yet eventually on account of the 
dangers and disorganization resulting from instability in 
currency values it could only have done more harm than 
good 


III 

THE NEW RATIO AND TRADE 

Let us now proceed to examine if the predictions of 
disaster loudly proclaimed by the antagonists of the i 8 d- 
rupcc have actually come to pass. In view of our finding 
that the chief economic factors were in substantial adjust- 
ment with the ratio at the time of its fixation by statutory 
enactment there is no apparent reason why we should under 
taLc thts investigation We are certainly justified in letting 
the prophets of evil severely alone. Nevertheless it is in 
our opinion worth while to take some extra trouble in order 
to disarm all susjndon from the average mind and besides 
we on our part want to bo doubly sure in respect of any 
remarks that we make 

(a) Trade 111 General 

There is no need here to seek the aid of figures and statistics 
to prove that the general trade statistics furnish no support 
whatever to the gloomy prophecy which had been constantly 
dinned into public ears. In case the reader has forgotten the 
simple fact a reference back to Section II of Chapter VI will 
remmd him that the entire period commencing from 1933-4 
exhibits a marked tendency towards steady recovery of our 
trade and is on the whole characterized by continuity of 
jrroferess In fact since 1926-7 the record of progress has 
been entirely unbroken It is only in the present year 
(1929-30) when the whole world has begun to reel under the 
strain of an unparalleled depression that our trade has 
suffered its first setback. 
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In order to score his point Sir Purshotamdas chooses to 
accept 1924-5 and 1925-6, the peak years, when there was 
a combination of favourable circumstances, as the basis for 
subsequent comparison of the total annual value of our 
export trade 1 That is not quite fair and is surely as mis- 
leading as is a comparison with 1920-1 and 192 1-2, when for 
circumstances equally unusual our export trade had shrunk 
considerably in value A partial view of this kmd will lead 
the enquirer astray and conceal from him the correct picture 
of the situation We must take a long view on a matter of 
this kmd 

At the same time, however, it is not at all necessary to 
overstate the case in order to substantiate the point which we 
seek to establish here In an article contributed to the 
Astatic Review, July, 1929, Sir Jehangir Coyajee asserts . 
“ It is no exaggeration to say that the recovery of trade since 
the general depression has been more marked m the case of 
India than m that of any other country ” a That, we know, 
is not quite true ; but then what does it matter even if it is 
not ? It is sufficient unto the purpose of our argument here 
that there has been smce 1926-7 a steady growth of our 
foreign trade For had the new ratio been fixed too high, 
the recovery of the Indian trade after that year would with- 
out doubt have been materially hindered It may, however, 
be argued m the last resort by the advocates of the i6d ratio 
that the expansion of our trade would have been greater still, 
if the exchange were not pegged at an artificially higher 
ratio Such assertions, which have nothing but a speculative 
interest, we need not at all deal with 

{b) Staples of Export. 

When we enter into a close examination of the mam items 
of our exports, we are again unable to find anything which 
fits m with the pessimistic declarations put forward by the 
opponents of the adopted ratio The table on page 256 
exhibits the course of exports smce the year 1926-7 and 
compares them with the pre-war average 

1 Capital, September 20th, 1928, p 6x4. 

3 P. 411. 
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If from the picture we leave out 1929-30, when chiefly 
under the stress of world-wide depression most of our exports 
have declined, we discern that there has been, generally 
speaking, a steady progress both m respect of quantity and 
value, so far as most of the important staples of our export 
trade are concerned Raw jute achieved a new record in 
1927-8 and went still further forward m the following year 
The spell of prosperity, enjoyed by the jute mill industry 
till the present shadow of depression was cast over it, is 
strikingly revealed by the above figures But for a slight 
setback in 5927-8, when depression m Japan and unsettled 
political conditions in China considerably reduced the out- 
side demand, the progress of the raw cotton trade has been 
contmuous and satisfactory Exports of gram, pulse and 
flour, all lands taken together, have shown a tendency to 
expand, the reversal m 1928-9 bemg wholly due to the 
sudden shrinkage of shipments of nee m face of bumper crops 
in Siam and Indo-Chma The oilseeds trade and that in 
raw hides and skins have steadily ascended the path of 
recovery and until the present year a steady uninterrupted 
growth has characterized the course of both of them Tea, 
it is at once evident, has had a succession of prosperous years, 
though m the end it has been hit by one of its recurring spells 
of over-production The development of the iron and steel 
trade has been phenomenally great while coal and coke has 
tended to regam more and more of its pre-war trade which it 
had lost m preceding years In 1926-7 exportation of coal 
from India was stimulated to a large extent by the shortage 
of coal supply on account of the British coal strike It is, 
therefore, especially gratifying that m the following year, 
when the condition brought about by the British strike had 
passed off, the volume of the pre-war export was nevertheless 
almost fully maintained without any appreciable sacrifice in 
pnee 

To this general record of progress from the date of the pass- 
ing of the currency legislation of 1927 until the set-out of the 
world slump, only the export trade m cotton manufactures 
forms a solitary exception In view of our previous dis- 
cussions on the pomt, no further remark is required to 
s 
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account tor the unfortunate plight of our cotton export trade. 
It mnj also be noticed that in some of the staples e g oil 
seeds food grains and hides and 6kms the trade is yet below 
the pre-war standard The arrested development so far as 
the first two items arc concerned is the direct consequence of 
progressive diminution of exportable surplus part passu with 
the steady growth of local consumption In the ease of hides 
and skins the existing state of affairs is due to a number of 
causes Changes of fashion in favour of lighter materials for 
footwear increased costs of reconditioning as a consequence 
of the me m industrial wages and increased consumption of 
meat in Europe resulting in output of hides at comparatively 
lower prices have all combined to considerably reduce the 
demand for Indian leather in recent years. Though we thus 
volunteer to offer explanations for the comparatively 
shrunken volume of a few items of our export trade it must 
nevertheless be made clear that, so far as the consideration of 
the present issue is concerned it is not at all necessary to do 
so It is enough if we have shown clearly that the years 
subsequent to the stabilization of the exchange at i8d. 
have been years of progress and not of recession Unfor 
tunately in the present year (1929-30) the progress is not 
only retarded bnt every branch of national production is in 
the doldrums It needs, however no special investigation to 
show that bound up as India is in the web of fate with other 
nations she is suffering from the inevitable effect of a nnrver 
sal slump of commodities generally and agricultural products 
in particular 

(c) Staphs of Import 

Having reviewed the chief articles of export, let us now tom 
to imports The table on the next page displays the chief 
items of our import trade and shows against each head the 
total weight imported in 1 913-4 and in each successive year 
from 1926-7 onward Let us examine the figures carefully 
to see if there is anything which bears out the assertion 
frequently made in certain quarters. 

While the writing on the following table is plain and un- 
mistakable as to the fundamental fact of the gradual recovery 
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and progress of most of the items enumerated, nowhere, 
however, there is the faintest sign that the expansion has been 
alarmingly rapid 

In the article already referred to, Sir Purshotamdas takes 
recourse to circumlocution and m truth halts between two 
opmions m order somehow to maintain his obviously 
untenable viewpoint about the effect of the i8d rupee 
" The explanation,” says he, “ is that with the curtailment 
of the purchasing power of the bulk of the population, owing 

' TABLE 



1 Pre-war 

I average 

I 

1926 7 

1927-8 

1928-9 

1929 30 

Cotton — 

Twist and Yam, 
million lbs 

; 

41 7 

49 

52 

43 7 

43 8 

Piece-goods, 
million yds 

2617 

17S7 

1973 

1936 

1919 

Metals — 

Iron and Steel, 

1,000 tons 

808 

845 

1197 

1169 

972 

Brass and Copper, 

1,000 cwts 

613 

846 

769 

797 

579 

Mineral Oil, Kerosene, 
million gallons 

67 

64 

94 

104 

106 

Salt, 1,000 tons 

Sugar, 1,000 tons 

545 

54 i 

596 

614 

644 

727 

923 

823 

937 

1012 

Woollen Piece-goods, 
million yards 

22 

15 

■ 

1 8 

16 

12 5 

Silk, million yards 

1 26 

19 

i 

21 

21 8 

22 9 


to the fall m the returns on commodities, the import trade, 
even with the weighted average which the high ratio gives it, 
has not made much headway ” In his opmion, ** as regards 
the imports it is only the middle and upper classes with fixed 
monetary mcomes who are able to buy more of imported 
articles of luxury or amenities of life,” and that, “ even’ m 
the imports, articles in general use, such as imported cloth, 
do not find ready sale ” 

Our reply in the first place is that if there is any external 
evidence of the curtailment of the purchasing power of the 
bulk of the population, it is manifestly attributable not to 
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exchange but to the disparity of prices between agricultural 
nnd manufactured prices which is nothing peculiar to India 
but is a world wide phenomenon In the second place as 
far as statistics of imported goods throw any light on the 
point we discover not a tittle of evidence in support of the 
ibov c allegation No indication is to he had from the above 
figures that articles of common use t g salt kerosene oil 
brass nnd copper and even cotton piece-goods have as a class 
been more halting in their growth than such goods as sugar 
silk and woollen piece-goods, consumed only by the wealthier 
people On the other hand there is distinctly visible a most 
welcome sign of steady growth of the former category of 
imports In most instances the increase has been even more 
remarkable than that of goods of middle and upper class 
consumption and except in cotton piece-goods the quantity 
imported is in each case higher than the pre-war normal 

As to cotton piece-goods certainly mere figures of imports 
cannot give us any reliable indication of the changes in total 
consumption We must take into account the large volume 
of domestic output both handwoven and machine-made. 
On the principles adopted by the Tariff Board in the com 
putation of similar statistics ior earlier years we have arrived 
at the following figures for the total Indian consumption of 
piece-goods since the year 1926-7 They are shown on 
page 261 in comparison with the corresponding figures for 
1913-4 and 1925-6 We must however point ont that 
on account of the absence of satisfactory data we have not 
in the computation of the above sta t istics found it possible 
to make proper allowance for stocks but this omission 
it must be admitted is not likely to affect the accuracy over 
a number of years of the general conclusion which we have 
deduced 

Sir Puishotamdas specifically mentions cotton piece-goods 
os an instance of stinted consumption on account of 
stabilisation of the rupee at a higher ratio The subjoined 
figures will certamly dispose of this charge. They clearly 
show that since the establishment of the iSd. ratio the total 
consumption of piece-goods instead of declining has on the 
contrary steadily worked up towards the pre-war and higher 
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level And on computation even the per capita consumption 
figure, assummg the usual rate of growth of population, 
seems clearly to indicate a gradual improvement as between 
1925-6 and the following years If, however, notwith- 
standing this perceptible recovery, the figure is not yet quite 
so high as in pre-war years, it is primarily because a too rapid 
multiplication of population tends to keep it down at a low 
level of material comfort 


Year | 

Total consumption, 
million yards 

1913-4 

5.146 

1925-6 

4-479 

1926-7 

5.152 

1927-s 

5.439 

1928-9 

4.732 

1929-30 

5.582 


IV 

CONCLUSION 

Thus the conclusions amved at m course of the review, 
based upon quite unequivocal evidence, do not in the least 
bear out the assertion that the ” i8d ratio has led to a 
veritable disaster m the trade, commerce and industries of 
the country as also m its agriculture ” 1 Confronted, there- 
fore, with the logical presentation of the whole case, an 
impartial observer, who has the disposition to understand 
the truth, cannot but wonder that quite a number of men of 
light and leadmg with wide experience m large busmess and 
thorough training m economic principles should constantly 
be obsessed with the mcubus of the i8d ratio and should 
further attempt to ram down the throats of the gullible public 
a deleterious theory entirely unfounded in fact It is a pity 
that the echo of this acrimonious controversy has not yet 

1 Extract from a letter of the Secretary, Indian Merchants’ Chamber to 
the Secretary, Govt of India, Finance Dept 
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melted away cm the distant horizon of the past Yet no 
sensible man can deny that the good old ’ i6d ratio is 
to-day as dead as a leaf in a lump of coal 

The truth of the matter is that behind the insistent demand 
for reversion to the pre-war ratio there lurk as Sir Basil 
Blackett stated in 1926 the usual inflationary tendencies 
In the words of Sir Jchangir Coyajee In fact the real 
issue in the controversy is that of inflation and that fact 
accounts in the main for the vitality of the controversy 
Tor if adjustment of prices was indeed the real issue few 
would be found to assert in the year (1929) that things bad 
not adjusted themselves in a preponderant degree to a ratio 
which had held the field for five years and the controversy 
would have died a natural death before now But the ratio 
Controversy derives its whole vigour and momentum from 
the inflationist aspirations behind it it is the Indian 
counterpart of the struggle over readjustment of price-levels 
to normal conditions which has been the most important 
economic movement of the post war epoch in most countries 
of the world 

The dangers of inflation need not however, be emphasized 
especially for such a country as India. Quite as good 
business can be done says Sir Josi&h Stamp on one pnee- 
level as on a level twice the height provided it is a stable 
level and all the factors have been fairly adjusted to that 
leveL It is the transition from the one to the other without 
an even or proportionate change in all the factors that 
works the mischief* We shall simply ask every 
inflationist concealed or avowed to remember this ele- 
mentary truth 

One word more is probably needed. Moreover the 
number of countries which have returned or are returning to 
the gold standard is some guarantee that with proper 
co-operation and management on the part of the various 
central banks of the world a more even distribution of the 
available gold will be attained in time, so that world pnee- 
levels will be less dependent upon the policy and actions of a 
single currency authority than they are supposed to be at 
present Thus wrote the Indian Currency Commission in 



CONCLUSION 263 

the middle of 1926 Unfortunately the expectation has not 
been realized On account of the concentration of gold, to 
an extent unknown before m history, at two centres, USA 
and France, the gold standard has not m recent years 
functioned properly The world is thus once again m the 
throes of a deflation which m the mam has been 
brought about by the restrictive credit pohcy of the 
U.SA and by the uneven distribution of gold, already 
referred to 

It has been argued, if, m the face of this world situation, 
it will not be a better course for India to allow the exchange 
to absorb the shock rather than force the country through all 
the catastrophic disturbances of a period of falling prices 
The suggestion is not unjustified In the larger interests of 
India the risk of exchange fluctuations m spite of all its 
harmful consequences on foreign trade is well worth taking 
if thereby a fresh period of unstable pncel-evels can be 
avoided The question, however, is whether such a policy 
of stabilizing prices can be pursued with success, especially 
m India, where there obviously exist special difficulties m the 
way The complex nature of the problem will be readily 
admitted, at any rate by everybody who is conversant with 
recent literature on price stabilization. And it is clearly 
manifest that the construction of a representative and 
reliable index figure, as a certain guide to monetary pohcy, 
is by no means an easy task Our present difficulties are 
largely traceable to the prevalence of an acute busmess 
depression all the world over, and we all know that slumps 
in particular are " difficult and perhaps to some extent 
impossible to control ” by any such pohcy Agam, quite 
apart from the numerous inherent difficulties which a price 
stabilization policy everywhere involves, in India particularly 
the attempt is likely to be frustrated by the distrust and 
suspicion which it will probably arouse among the un- 
instructed public Lastly, whatever promise of success this 
so-called scientific method of price stabilization may possess, 
the fact remams that the experiment has yet nowhere been 
tried to test its outcome It will be well to seriously ponder 
if we must rush m where others have hitherto feared to 
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tread. We must also realize that though India may by 
recourse to the above expedient shelter hcrjcll from the full 
operation of deflationist tendencies abroad it is not certainly 
to be expected that eventually she can remain altogether 
unaffected in the event of a persistent fall of the world pnee- 
le\cl 
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We live m :tn age of rapid transition In the economic sphere 
mam and important changes have occurred since the com- 
pletion of the present work Of them, the most outstanding 
is the suspension of the gold standard m nearly ever} country of 
the world. 

When, m September, 1931, Great Britain led the way by 
devaluing its currcnc} m terms of gold, India promptly followed 
the example The break between the rupee and gold has doubt- 
less proved a welcome change It has offered India, as every 
other country which has left the gold standard, an escape from 
the vicious spiral of monetary deflation to which the world w r as 
condemned by its adherence to gold On comparison of the 
trade figures of the gold standard and non-gold standard 
countries respectively, it is found that, as compared with the 
corresponding period of the previous year, the latter have 
obtained, especially in regard to exports, a larger percentage 
share of the world trade during the first half of 1932 1 

The rupee has not, how-ever, been allowed to drift for itself, 
but lias been linked to sterling at i8d India’s oversea 
trade, the larger percentage of w'hich happens to be with sterling 
standard countries, has thus been saved from the maleficent 
influence of a new era of chaotic exchange fluctuations. If, 
how'ever, sterling has not provided that “ certain and trusted 
rallying point " for the currencies which abandoned the gold 
standard m the crisis of 1931, it “ has certainly behaved better 
than gold.” " In the gold standard world, the forces of deflation 
have continued to hold sway, while m the sterling area they have 
to some extent been checked ” 2 The choice of a parity lower 
than is 6d , that is, deliberate depreciation of the rupee even 
further than sterling, possesses, no doubt, a strong popular appeal 
but has been rightly avoided as inadvisable In the first place, 
it would have at a most critical moment added to the heavy 
sterling obligations of the Government of India In the second 
place, “ although we should not refuse to wink at a little 
judicious use of the money pump, if the tyres of industry 
seemed to be sagging unduly,” any attempt to enter mto an 
international competition m currency devaluation, it must be 

1 Vide Statist, October 22, 1932, p 529. 

3 Ibid , November 12, 1931, p 631 
265 
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borne in mind would certainly have acted os a boomerang and 
hence deserves nothing but our stem condemnation We have 
learnt the truth too well to forget that under the guise of the 
apparent benefit which it confers on exporting interest* 
depredating currency acts as a much more insidious poison 
on the general body economic On the whole therefore it 
would seem that the change of the Indian currency from the 
gold to the sterling standard must have reacted favourably on 
her trade and commerce though the consequence may have been 
hidden from general observation by the overhanging doud of 
depression 

Unfortunate!} there ha%c followed as a sequel to the general 
abandonment of the gold standard a series of restrictive 
measures destructive of the very fabric of international trade 
Control of foreign exchange deafing* Import quotas and even 
prohibition now contribute powerfully to the already operating 
detrimental Influences making for rapid diminution ofthe world s 
interchange of commodities One has only to read the latest 
reports of the Indian Trade Commissioner at Hamburg to realize 
how artificial barriers of the above land arc shutting out Indian 
exports from Austria France Germany and many other coun- 
tries. In the circumstances it is probably no matter for surprise 
that our export trade already on the decline under the 
pressure of a trade depression has gone down still further from 
Rs. 318 crores in 1929-30 to Rs. 326 exores in 1930-3I and 
Rs, 161 crores in 1931-32 that is has fallen to nearly half its 
value in tho course of two years With the loss ofthe export trade 
the import trade has simultaneously declined especially since 
India s capacity to buy on the foreign markets is being consider 
ably handicapped by higher and higher tariffs and by a level of 
import pnees disproportionately higher than export prices 
The value of private merchandise imports recorded in 1931-32 
amounting to Rs 126 crores shows a fall of Rs 38 crores or 
of 23% as compared with the preceding year and of Rs. 114 
crores or of 47% as compared with 1929-30 The decline would 
bavo been greater still were it not for the fact that the premium 
on gold obtainable since India severed herself from its bondage 
stimulated its exports and to a large extent converted barren 
hoards into a new source of payments for imports. Shipments 
of gold from India have however provoked considerable 
criticism but we cannot examine the point here fully for it 
would involve consideration of other aspect* of the problem, 
extending far beyond the limits of the present note. 

The absence in the world to-day of a stable International 
standard reinforces tho urgency and importance of a careful 
investigation of the influence of exchange on the course of oar 
external trade The heavy depreciation of the yen there is no 
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u , a«on.tbh* doubt, operates for the time being to the advantage 
of Japan, and it iv at the present moment the only oppressive 
influence of land winch In interfering with mutual com- 
petitive conditions ex* reives a baneful influence on India's trade 
and industry Of this fact, ample statistical proof is easily 
obtanud, but it is too perspicuous and well recognized a truth 
to require, anv such demonstration Nor does space permit us 
to do so I he unedifvmg complication which lias thus been 
caused lias led to the pissing of anti-dumping legislation m 
India and the limitary safeguard is now* being provided to 
whatever branch of trade happens to be threatened with unfair 
competition from abroad ihe exigencies of the moment 
doubtless require a drastic round) more or less on the lines 
act u all) adopted But the fundamental truth remains that the 
Japanese competition derives its chief strength not from the 
slinmlame miUiotuc of an under-valued currency, but from a 
less transient and more intractable cause, namely, superior 
business efliciuuv It is onh In improving and modernizing 
our own industrial methods, bv nationalization where necessary, 
and by the practice of extensive economics in every direction 
possible, that we can meet with success the growing onset of 
analogous Japanese industries 

Of incidental interest it is to note that nothing has occurred 
other in India or chew here during the present period of currency 
depreciation, which m an)’ way contradicts our findings under 
similar circumstances Recent experiences have only strikingly 
exemplified what we have stressed in the foregoing pages — how, 
on account of multitudinous forces pulling in different directions, 
our theoretical expectation m respect of the influence of 
exchange on trade is m practice seldom realized during the short 
period, and how the widely-popular notion about falling 
exchange as a mysterious device which quickly opens the door 
to economic prosperity is nothing but a dangerous delusion. 

The serious slump m the price of silver during the last few 
)ears has forced a renewal of the discussion of the old silver 
question with the different aspects of which the world was only 
too familiar dunng the seventies of the last century. India 
has not been on a free silver standard since 1893, so that the fall 
in the gold price of silver does not, except m special cases we 
shall presently examine, affect her position as a trader on the 
world market The vast supply of hoarded silver which exists 
in the country is often referred to m this connection , the 
depreciation of its market value, it is alleged, has curtailed the 
buying capacity of the masses and is consequently checking the 
growth of India’s foreign trade. The loss of purchasing power 
thus deplored is mdeed more imaginary than real. For, in the 
first place, the hoards, as the very name suggests, represent 
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potential buying power which in normal times never appears on 
the commodity market And secondly if under pressure of dire 
necessity the silver bars and ornaments have to be exported for 
purchase of commodity imports just when the gold value of 
silver is fluctuating downwards there need not occur any 
national loss India holds in gold hoards a larger value than ft 
holds in silver hoards 1 and hence any loss sustained on the 
forced sale of silver is more than compensated for by the 
increased value of gold hoards 

There arc however eases where a shift in the ratio of gold and 
riher is Likely to react on India s external trade. In 60 far as 
she carries on commercial transactions with silver standard 
countries a declining price of silver it is evident not only 
signifies the inconvenience of a fluctuating rate of exchange for 
her but also tends to encourage exports from and discourage 
imports to the latter The trade returns as given below arc 
however interesting in the light which they cast upon the 
rather elusive character of the influence of exchange on trade 
in the actual course of events. 


China (exclusive of 
Hongkong and 

Macao) 

1928-29 

1929-30 1930-31 
{In Lakht of Rupees ) 

1931-32 

Imports from 
Exports (of Indian 

4 32 

4 10 

3.33 

279 

produce) to 

Persia 

944 

1 3 02 

13 21 

7 80 

Imports from 
Exports (of Indian 

382 

3 72 

2 72 

a 76 

produce ) to 

159 

1 61 

1,23 

109 


China and Persia are among the important silver standard 
countries with which we have commercial intercourse and the 
figures above exhibit our trade with them It is apparent that 
so far from imports having increased they have In fact heavily 
declined while our exports can hardly be said to have received 
any check. If m 1931-32 our exports to them show a sharp 
downward fluctuation we need only remember that in the same 
year we have lost more business with many gold standard 
countries 

We have next to consider if as is sometimes stated, tne 


1 Vids Jour**! of PoHHctd Economy Aagmt, 1931 p 43? 
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present drastic decline m the price of silver lias, by reducing 
the external purchasing power of the silver standard countries, 
had “ cataclysmic repercussions ” upon the world's foreign 
trade For, if this be at all true, India must feel the reactions of 
the conditions of world trade as an inescapable consequence, 
even though she may for the present be free from any direct 
injury m respect of her trade with silver countries It is easily 
demonstrable that nothing can be a more curious phantasy 
than to regard the distress m the silver countries as a major 
factor m the depressed state of international commerce to-day 
China is the most and, m fact, the only' important country with 
silver as the basis of its currency', and the quantum of its foreign 
trade represented no more than 2*05, 2*31 and 2*12 per cent 
of the total world trade m 1927, 1928 and 1929 respectively. 1 
“ The complete elimination of Chinese foreign trade would thus 
make much less difference to the total world situation than 
might be thought at first sight," and yet, we must remember, 
China has not altogether ceased buying from abroad, but has m 
common with the rest of the world merely reduced her foreign 
purchases. It is significant further to note that, if there has 
been an absolute decline in the imports of China, her exports 
have been shrinking even more rapidly — another " wicked little 
fact ” which lends very little support to the vague assumption 
that it is the fall m the gold price of silver which has crippled 
China’s buying power. 

The silver situation raises many other complicated issues, 
which we need not discuss in a treatise on the development of 
Indian foreign trade. The cry that " something must be done 
about silver ” should not go unheeded, though we have observed 
that " there is no great cause for alarm m the decline of the 
gold value of silver except as this expresses a rising tendency 
in the commodity value of gold " The way out of the present 
entanglement is, no doubt, stabilization of the price of silver, 
but certainly not at a level which by its height will subject 
the silver standard countries to the same depressmg influence 
as operates in the gold standard countries to-day The problem 
has m recent years evoked qmte a number of schemes, but an 
examination of their comparative ments and demerits is 
obviously not relevant to our present topic For the same 
reason, we refuse to enter mto the bimetallism controversy which, 
like the phoenix, has now risen from the ashes , 

Comment must, however, be made on the recent silver pact 
which is the outcome of the negotiations among the respective 
Governments concerned at the World Economic Conference m 
London For what is embodied m the pact is no mere pious 


1 Vide Gregory, The Silver Situation, p 21 
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no question We cannot rely indefinitely on preferences to 
guarantee us a secure market No such tinkenngs will carry 
us \cr> far They maj at best slightly assuage the pain from 
which we arc at present suiTenng Only a resolute policy of 
reconstruction ana of improvement can remove the deep-seated, 
long standing defects in our economic structure which threaten 
the recovery and development of India s foreign trade. 
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l See Report of Indian Currency Committee, 1898, C9376, App II, p 189 
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